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OR many years, producers of 
cement, steel, corn products, 
chemicals, and other basic 


IK 


products have made use of the mul- 


_ tiple-basing-point system of pricing. 


: 


In essence, this meant that an in- 


_ dustry’s market was broken up into 


— 


a number of areas and that each 
producer quoted a price as though 
its mill were located at a specific 
base point in that area. Although 
located at varying distances from 
the base, each plant quoted a de- 
livered price consisting of the price 
at the basing point plus freight costs 
from that point to the actual loca- 
tion of the consumer. 

The basing-point system of pricing 
facilitated the use of identical pric- 
ing by all producers in a given area. 
As soon as a dominating figure in 
the industry announced a base price, 
other producers tended to conform 
and, as transportation costs from 
the basing point to the destination 
of a particular consumer could be 
calculated readily, delivered prices 
to consumers in the area tended to 
be identical. Thus, the prices quoted 
a particular consumer in the area 
by various producers regardless of 
their location were usually identi- 
cal, the buyer gaining no advantage 
because he was located nearer one 


producer than another. 


It was alleged that this resulted 
in discrimination in violation of the 


ae 


Clayton Act. The net mill price re- 
ceived by a plant not located at the 
basing point varied, as it became 
necessary to absorb part of the 
transportation costs, or as it added 
freight from the basing point to its 
near-by customers although no 
freight charges were incurred. 
Since it absorbed freight for some 
of its customers and_ charged 
freight to others when none existed, 
discrimination resulted. 

The Federal Trade Commission, 
following a lengthy investigation, 
held a hearing and, based upon the 
charges of conspiracy to restrain 
competition and illegal price dis- 
crimination, issued a cease and de- 
sist order against the members of 
the Cement Institute. Theeretically, 
the controversy involved a combina- 
tion to maintain identical prices in 
violation of the Sherman and Feder- 
al Trade Commission Acts and price 
discrimination in restraint of com- 
petition as outlined in the Clayton 
Act. Actually, in the minds of most 
people, the use of the basing-point 
system of pricing was under fire. 

Since the Supreme Court of the 
United States has reversed the Cir- 
cuit Court of Appeals and affirmed 
the order of the Federal Trade 
Commission, the effect upon the 
free flow of commerce in our econ- 
omy can best be considered in the 
light of the exact language em- 
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\ ployed by the Commission. It or- 
déred the respondents to: 

Cease and desist from entering 
into, continuing, cooperating in, or 
carrying out any planned course of 
action, understanding, agreement, 
combination or conspiracy between 
or among any two or more of said 
respondents ... to do or perform 
any of the following things: 

1. Quoting or selling cement at 
prices calculated or determined pur- 
suant to or in accordance with the 
multiple basing-point delivered-price 
system ; or quoting or selling cement 
pursuant to or in accordance with 
any other plan or system which re- 
sults in identical price quotations 
‘for cement at points of quotation or 
sale or to particular purchases by 
respondents using such plan or sys- 
tem, or which prevents purchasers 
from finding any advantage in 
price in dealing with one or more 
of the respondents against any of 
the other respondents. 

2. In connection with or in aid or 
support of any plan, system, acts, 
or practices prohibited in paragraph 
1 above — 

a. Refusing or declining to 
quote or sell cement at the loca- 
tion of the producing mill at a 
price effective at such location. 


f. Quoting or selling cement at 
delivered prices which systemati- 
cally include a common-carrier 
factor greater or less than the 
actual cost of such common-car- 
rier transportation from the point 
of shipment to destination. 

3. Discriminating in price be- 
tween or among their respective cus- 


tomers by systematically charging} 
and accepting mill net prices which 
differ by the amounts necessary to 
produce delivered costs to purchas-, 
ers identical with delivered costs 
available to such purchasers 
through purchases from other re- 
spondents. . 
Immediate Results | 
As was to be expected, producers 
of cement promptly dropped the 
basing-point system of pricing. Most 
of them went to an f.o.b. basis, each: 
mill charging all consumers its 
price, transportation charges to des-: 
tination being borne by the con- 
sumer. Some concerns with mills in 
two or more locations have gone so. 
far as to charge freight from the 
distant mill if the local mill is un- 
able to meet the demand. In othe 
words, these mills are absorbing; 
none of the freight. In a few iso- 
lated instances mills in a “surplus” 
area are absorbing enough of the: 
freight to meet a competitor’s price: 
in the latter’s favorable trade area., 
This results in identical prices but 
for the industry as a whole there is: 
no uniformity of prices. As a con- 
sequence, consumers are paying; 
whatever price is required to obtain 
a supply. If the local mills can meet 
their need they buy locally, but when 
the supply is inadequate they pur- 
chase from more distant mills. 
The net effect appears to be an 
increased cost for many of the con- 
sumers and a net increase in rev- 
enue for the producers. Further- 
more, cement is proving difficult to 
obtain in many areas. Whether this 
results from the new method of 
pricing is debatable, the controversy 
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a 
being perhaps better illustrated in 
the case of steel. 
_ Similar action against the steel 
_ pricing system having been pending 
for some time, this industry hur- 
riedly shifted to an f.o.b. method of 
_ pricing, under the leadership of the 
United States Steel Corporation. 
The change has had a twofold re- 
sult. Because of the large unsatis- 
fied demand for steel, net prices to 
_the fabricator were immediately in- 
_ creased, the cost burden being con- 
siderable to some fabricators lo- 
cated at a distance from their 
normal source of supply. Naturally, 
the mills could have reduced the 
mill price sufficiently to take care of 
the freight they had been absorb- 
ing; but, since the machinery for 
policing the industry from within 
had been sabotaged, each producer 
followed the normal inclination in 
such instances. 

The second result has been that 
some of the fabricators in “deficit” 
areas are finding it difficult to ob- 
tain steel. Producers in “surplus” 
areas are cultivating more inten- 
sively, so it is said, their local out- 
lets, knowing that when times be- 
come more normal and producers in 
“deficit” areas more nearly meet 
their local demand, those distant 
purchasers will not continue to pay 
freight from the “surplus” mill. 
Therefore, even though willing to 
pay the increased price, these fab- 
ricators find their sources of supply 
drying up. 

These are immediate results, only 
part of which can be attributed to 
the decision. Inability of producers 
to meet the total demand is partly 
responsible and will continue to 


have an important effect as long as 
the sellers’ market permits. The 
Congress would scarcely enact legis- 
lative changes on the basis of im- 
mediate results and, before attempt- 
ing to weigh the impact of the © 
decision on our future economy, it 
will doubtless give much thought to 
interpreting the net effect of the 
recent decision. 


Legal Effect of Decision 


Either legislation or additional 
decisions by the Supreme Court will 
be required to give a satisfactory 
answer to all the questions which 
have arisen in the six months since 
the decision was handed down. Two 
major legal questions grow out of 
the decision. First, has the Supreme 
Court outlawed the basing-point sys- 
tem of pricing for all industries? 
Second, to what extent may a pro- 
ducer absorb transportation costs, 
either to meet competition or to 
maintain a zone or nationally ad- 
vertised selling price? 

Some Commission members have 
gone so far as to say that basing 
points, zone pricing, freight absorp- 
tion, and universal delivered prices 
are all outlawed, whereas an econ- 
omist for the Commission suggests 
that the basing point is illegal only 
when collusion is established. So far 
as the use of basing points is con- 
cerned, a quotation from Justice 
Black’s opinion in the cement case, 
referring to a previous action, should 
prove helpful. He says, “Thus, the 
combined effect of the two cases 
(Corn Products and Staley) was to 
forbid the adoption for sales pur- 
poses of any basing-point pricing 
system.” Apparently, basing-point 
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pricing is out for two reasons. It 
could not be justified on the theory 
that it was used in a good-faith at- 
tempt to meet competition and, sec- 
ond, such a system made it easy to 
maintain the use of identical prices. 

If the latter reason be offered as 


a justification for outlawing the’ 


basing-point system, zone pricing 
and nationally-advertised delivered 
prices appear equally objectionable. 
When each member of an industry 
quotes the same delivered price to 
all of his customers in a certain 
zone, regardless of their distance 
from his plant, it is certainly simple 
for all of them to maintain identical 
prices in any particular zone. Sim- 
ilarly, if the zone were large enough 
to include the whole United States, 
delivered prices for each member 
being available to others, it would 
be quite simple to have identical 
prices if the members of an industry 
so desired. Thus, industry-wide 
zone pricing, as well as industry- 
wide use of a national delivered 
price system, may well be consid- 
ered illegal. This appears to be es- 
pecially true when the matter of 
discrimination is taken into account. 

In order to gather the full import 
of the decision, attention is directed 
to the language used in the Com- 
mission’s decision, which the court 
has sustained. Any “planned course 
of action” by “two or more” to use 
the basing point or to discriminate 
in price by the amounts necessary 
to produce identical prices is for- 
bidden. There is an economic philos- 
ophy held by some economists that 
a “planned course of action” results 
when two persons use a similar sys- 
tem of pricing or when they use 


identical prices. Conspiracy or an 
understanding is said to result in 
such cases merely because one mem- 
ber of an industry adopts the price 
of a leader in that industry. Any 
common practice must be the result 
of an agreement. Some courts have: 
begun to approve of the principle. 
Therefore, although the Clayton Act 
makes it clear that an enterprise 
may legally discriminate in price in 
order to meet competition, a ques 
tion immediately arises in the even 
that two or more members of an in 
dustry absorb enough of transporta 
tion charges to meet a competitor’s 
price. If just enough of the charges 
are absorbed by the seller to meet 
the competitor’s price, identical 
prices are bound to result. Whe 
prices offered by three firms are 
identical under these circumstances) 
even though for the purpose of 
meeting competition, the charge of 
conspiracy or planned action to re- 
strain competition may be hurled 
at the firms. ) 

It is this possibility which make 
it reasonable to assert with ei 
support that the decision will create 
a series of local monopolies. The 
Clayton Act appears expressly td 
permit discrimination, whereas th 
decision appears to deny the righ 
when two or more discriminate t¢ 
the same end. Some legislative clar: 
ification at this point appears de; 
sirable. 


Ultimate Effect on Our Economy 


The Sherman and Clayton Acts 
supplemented by the Federal Trad 
Commission Act, were designed t¢ 
preserve our competitive economif 
system by eliminating existing m 
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_ nopoly and by creating a climate in 
_ which new business enterprise might 
_ grow and develop. To this end, con- 


-spiracies in restraint of trade were 


oe te ne 


made illegal and discrimination in 


4 prices which tended to eliminate 
competition was made illegal. How- 


ever, the Clayton Act attempted to 
make it clear that one could dis- 


_ criminate in price to his consumers 


for the purpose of meeting the price 
of a competitor. It was to be unfair 


only to quote a price lower than a 


OD jae 


competitor’s, because this might 


have the effect of driving the com- 


petitor out of business. 
In the light of the Cement Insti- 
tute Case and some other recent 


cases, the question may well be asked 


whether the Federal Trade Com- 


mission in its zeal to preserve cer- 


tain aspects of competition has not 


denied to the public certain benefits 


which should grow naturally out of 


our economic system. So far as the 
Cement Case is concerned, the an- 
_swer turns upon the interpretation 


accorded to’it. With this in mind, a 
few of the potential problems grow- 


ing out of the decision are suggested 


and briefly discussed. 
It has been said that the decision, 


at its best, merely substitutes a 


number of local monopolies for 


what may have been a price-fixing 


arrangement by the industry as a 


whole. If the decision bars a pro- 


ducer at one location from absorb- 
ing enough of the freight to com- 


pete on even terms with a distant 
“competitor in the latter’s normal 


trade area, local monopolies are the 


‘result. The distant competitor is 


7 


: 


5 


free to set a price as high as the 
traffic will bear, provided it does 


not exceed the mill price plus 
freight from his nearest competitor 
with surplus capacity. In this in- 
stance not only price competition 
but commodity and service competi- 


‘tion are also lost. 


Taking the Chicago steel industry 
as an illustration, it admittedly op- 
erates in a deficit area, producing 
somewhat in excess of half the local 
demand. The rest of the need has 
been supplied by mills in Pittsburgh 
and other areas which absorb 
enough of the freight to meet the 
Chicago price. Instead of locating 
branches in Chicago, it might be 
economically desirable for the Pitts- 
burgh plants, because of low local 
material costs and plant investment, 
to supply the distant need by absorb- 
ing part of the transportation costs. 
On the other hand, it might be en- 
tirely unsound for them to reduce 
their f.o.b. mill price for all cus- 
tomers in order to meet the Chicago 
price. The Clayton Act appears to 
guarantee the right to discriminate 
in order to meet price but the Ce- 
ment Institute case has clouded the 
issue, particularly when the absorb- 
ing of freight by two or more Pitts- 
burgh producers results in identical 
pricing with Chicago producers. 

It may have been the hope of the 
Federal Trade Commission that the 
decision would result in lower prices 
for cement, steel, and other products 
of similar character. If so, it seems 
to be a forlorn hope. Immediately 
prices have increased, primarily be- 
cause industry, with its pricing sys- 
tem disorganized, has seen fit to 
take advantage of the situation to 
obtain additional revenue. As mat- 
ters settle and demand falls off, this 
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method of doing business will be- 
come unprofitable to the least favor- 
ably located producers, and under 
the spur of competition prices may 
again return to some semblance of 
uniformity. 

There is nothing in the decision 
which insures true price competi- 
tion for the future in the industries 
involved. Producers in a deficit area 
may continue, as they have in the 
past, to set a price high enough to 
make a maximum profit but low 
enough to eliminate troublesome 
competition. Competitors within this 
area are not barred from price 
leadership by dominant members of 
the industry and price following by 
others. The removal of the basing- 
point system of pricing in no way 
eliminates all means by which dom- 
inant members may learn of prices 
quoted by others. Thus, if identical 
prices in an area are desirable, they 
can remain so. 

The price problem of plants in a 
surplus area is more complicated. 
When demand and purchasers’ will- 
ingness to absorb freight slacken, 
any one of three things could re- 
sult. First, a closely knit industry 
might attempt to maintain a high 
price, reduce costs, and hope that 
all would be able to survive by shar- 
ing in such business as remains; 
second, the concerns in a surplus 
area might merge with small plants 
in a deficit area and utilize the sur- 
plus capacity only as_ stand-by 
equipment; or, third, a price war 
could result until such time as some 
of the surplus capacity was liqui- 
dated. The desire to survive, for 
small business units, would dictate 
either the first’ or second move. In 


a war to the finish, with price th 
weapon, the advantage is all on th 
side of the large, well-financed, and 
deeply entrenched business, eve 
though the small enterprise may b 
operating efficiently. 

Again, if the Federal Trade Gort] 
mission expects its order to protect 
small business, the evidence sug- 
gests there will be either no change 
or a. change in the direction of 
larger business units by merger an 
consolidation, or by the liquidation 
of small enterprises through a price 
war with only temporary relief fo 
the public. At present, big industry 
seems willing to absorb freight anc 
permit small industry to survive 
when the latter cooperates. A mer‘ 
ger or consolidation of small busij 
ness units results in fewer produc 
ers, and identical price becomes z 
simple matter. If a price war de 
velops, small business is liquidatec 
and the position of large producer 
becomes more dominant than b 
fore. If legislation makes clear thi 
right to absorb freight in order t 
meet a competitor’s price, regardles 
of how many others do the sam 
thing, at least product and servic: 
competition will continue. 

Looking at the matter as a whats 
elimination of the basing point mai 
not be expected to have any pr 
found salutary effect upon price¢ 
It may be that the public shoul 
forget about mere identity of price 
in order to be assured of a choi 
of products and service. 

It has been said by some that t 
decision is likely to result in consi¢ 
erable relocation of plants and thz 
it may reverse a trend away frop 
centralization of industry which ha 


E 


NOVEMBER, 1948 7 


been noticed. The extent to which 
individual enterprises will be com- 


pelled to relocate must be found in 


the answer to two questions: (1) To 
what extent will producers in a 


“surplus” area be compelled to lo- 


cate nearer to, or establish branches 
in, a “deficit” area? (2) To what 
extent will fabricators move nearer 
the source of steel, etc., in order to 
be able to compete on a more nearly 
equal basis with their competitors 


located in their basic material pro- 


duction center? 

The answer to the first question 
turns again on the interpretation 
of the decision and a balancing of 
various costs of production and 
transportation. If no freight ab- 
sorption is possible, and if costs of 
coal, ore, and labor are not low 
enough in a surplus area to justify 
a price which can compete with 
plants in the “deficit” area when 
freight is added, it will be necessary 
to close part of the local plant and 
either build a branch in the other 
area or merge with a small plant 
already in that area, using the sur- 
plus plant only to meet unusual 
demands. However, if freight ab- 
sorption to meet competition is pos- 
sible, it may be that costs in the 
surplus area are such that some 


_ freight can be absorbed advantag- 


- 


' 


, 


eously without the necessity for ex- 
panding in the deficit area. 

The problem relating to reloca- 
tion of fabricating plants is much 
the same. It is customary in select- 
ing a plant location to balance the 
advantages of being near the source 


of raw materials against other fac- 
tors, such as nearness to market. A 


steel fabricator might select a loca- 


tion in or near Pittsburgh, close to 
the source of steel, unless this ad- 
vantage would be overbalanced by 
the labor and marketing advantages 
of a different location. Because of 
the past use of the basing-point 
system, some plants now in deficit 
areas are there because outside pro- 
ducers have been willing to absorb 
freight in supplying their needs. 

However, if these plants in “def- 
icit” areas must continue to pay 
higher prices for steel, ctc., because 
transportation costs are added, some 
of them must either move nearer 
the source of their raw material or 
have steel producers locate new 
branches in their area. Otherwise, 
they will find it impossible to meet 
the prices of their competitors who 
find steel near by. 

Again the crux ot the matter 
seems to be freight absorption. If 
producers of basic products in a 
surplus area are permitted to ab- 
sorb enough of the transportation 
costs to meet competition in the 
deficit area, no great shift of in- 
dustry is forseeable as a result of 
the decision. Should the matter of 
freight absorption and its resulting 
tendency toward identical prices 
not be made clear by legislation, the 
cry of “ghost towns” in some areas 
and of enlarged industrial centers 
in other areas may be justified. 


Conclusion 


In brief it can be said that the Ce- 
ment Institute Case leaves in doubt 
the right of one competitor to dis- 
criminate in price for the purpose of 
meeting the price of another, partic- 
ularly when two or more competi- 
tors in meeting the price of the 
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other quote identical prices. To a 
limited extent the use of zone and 
delivered pricing has become ques- 
tionable. These matters should be 
made clear by legislative action. 
The elimination of the basing- 
point system is not likely to have 
any substantial effect on prices for 
the future unless freight absorption 
is permanently eliminated. The im- 
mediate effect is to make prices for 
many consumers higher. In time, 
the present price-freight difference 
may disappear, as the evidence does 
not indicate that the elimination of 
basing points will eliminate identi- 
cal prices when the demand again 
falls below production capacity. It 
may be better to have product and 
service competition than none, 
which could develop from a strict 
interpretation of the decision. After 


paid by the public to producers may’ 
not vary appreciably one way or’ 
the other. 
The fight in reality is not over | 
the basing-point system but deals} 
with identical prices by various pro-+ 
ducers of standardized products.| 
The entire problem of price leader- 
ship and price following is involved. 
If the right to discriminate to meet 
competitive prices is to be con- 
tinued, the problems of monopoly, 
concentration of industry, and 
freight rates remain much the same 
as they were before the decision. 
Otherwise considerable shifts of 
both producing and consuming in- 
dustries may ultimately occur. 
Some appraisal of the economi 
merits and demerits of all the prob 
able changes should be made before 
any extensive legislative action i 


industry’s readjustment, the total the monopolistic area is proposedJ 


Anti-trust Actions in 1948. So far in 1948 the Department of Justice ha 
instigated more civil and criminal anti-trust actions than in the entire 1947 
calendar year, and there is promise of more yet to come. Major efforts off 
the Department have been directed against monopoly, unreasonable restraint 
of trade, price fixing, and the use of patent rights to thwart anti-trust legis- 
lation. In the drive against the unlawful use of patents, the Department 
plans not only to use injunctions and cancel illegal trade arrangements, bu 
also to compel defendants to get rid of holdings acquired or used illegally, 
Among the large corporations charged with monopolistic practices are meat 
pactors, farm machinery manufacturers, aviation firms, rubber fabricators, 
and corn processors. Of national interest is the indictment against the 
Transamerica Corporation of San Francisco, the largest bank holding com 
pany in the United States. The charge that the corporation, directed by 
A. P. Giannini, has built up a credit monopoly by placing directors on 
Western bank boards is being given a public hearing by the Federal Reserve 
Board in Washington this month. This is the first time that the Board has 
used its judiciary power granted in 1916 by the Clayton Act. If the verdict 
is guilty, the concern, which has an interest in more than 500 Westerr 
banks, can be ordered to dispose of all its bank stock except that in the 
Giannini: Bank of America. 


~ housing 
- building, with some important dif- 


Residential Construction Activity 


Russe_t M. NoLen 
Associate Professor of Economics, University of Illinois 


0 other large industry ex- 
| \ periences such wide fluctua- 

tions as does construction. 
Nonresidential building is subject 
to wide cyclical movements, but 
these changes in the past have not 
been so extreme as fluctuations in 
construction. Residential 


ferences, follows closely the gen- 
eral construction cycle and the busi- 
ness cycle. At the present time 
the United States is experiencing a 
period of business prosperity and a 
boom in construction. Since many 
people are asking if we can con- 
tinue to build houses at the present 
record rate, an examination of the 
cyclical fluctuations in construction 


_ may give some clue to the behavior 


of housing activity. 

Although the data on construc- 
tion before World War I are not 
adequate to show accurate construc- 
tion volume and the total spent for 
housing each year, there have been 
definite cyclical swings up and 
down since the Civil War. These 


cycles in housing roughly parallel 


the general business fluctuations. 
During the Civil War period of 
1860-1865, residential and nonresi- 


- dential construction declined. After 


: 


the Civil War construction of all 
types rose rapidly until 1873; then 
it declined, reaching a low in 1880. 
From 1880 until 1889 construction 


of houses and general construction 


rose rapidly, then stayed at a high 


eel 


level for four years. From 1893 
until 1903 the volume of construc- 
tion declined. An upward swing 
began in 1904 and, after a small 
decline during the Panic of 1907, 
continued until World War I. 


High Residential Construction 
in the Twenties 


In 1918, during World War I, 
residential construction reached a 
low point, less than 200,000 dwell- 
ing units being built. In 1919 and 
1920 the price inflation raised con- 
struction costs 183 per cent above 
the 1914 level. The amount spent 
for housing doubled, but the total 
number of residential units built 
was not much higher than the 200,- 
000 units reported for 1918. 

Another upward swing in resi- 
dential construction began in 1921. 
Construction costs decreased ap- 
proximately 22 per cent during the 
general price decline of 1920+22, 
but from 1923 to 1930 remained 
more than 100 per cent above the 


1914 costs. Dwelling Cost, in 


Year Units billions 
1920. . 247,000 $1.6 
102 teens ies 449 000 (kf 
AEST ey ON 716,000 2.8 
TODS ener 871,000 ORD 
O24 ca Sorin cnet 893,000 4.3 
LOD Siler. nee a. 937,000 4.6 
1926. 849,000 4.6 
KS EOS ie ner ae 810,000 4.3 
TOD Sera we tcc 753,000 4.0 
O20 wee eet 509,000 Sela: 
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That high building costs did not 
hold down residential construction 
in the twenties is shown by the tab- 
ulation of new non-farm dwelling 
units for 1920 to 1929 on page 9. 

The total volume of new housing 
increased steadily from 1920 to 
1925. The peak of construction dur- 

-ing the twenties was reached in 
1925, six years after the end of 
World War I, when 937,000 new 
dwelling units were built at a total 
cost of $4.6 billion. The construc- 
tion of housing turned downward 
in 1926 but still maintained a high 
level, and then declined in 1927, 
1928, and rapidly in 1929. 

The building boom of the twenties 
roughly paralleled the general busi- 
ness boom. The decline in home 
construction began in 1927, one 
year before the beginning of the 
general business decline, and the 
rate of fall was greater than that 
of the general decline. 


Low Residential Construction 
in the Thirties 


The trend in residential construc- 
tion which began with a downswing 
in the late twenties continued 
downward in the first four years 
of the thirties and then moved up 
slowly, as the accompanying tabu- 
lation of new nonfarm dwelling 
units shows. 

Construction costs declined from 
an index of 217 in 1929 to 150 in 
1933 and then rose steadily to 204 
in 1940. In short, at the outset of 
World War II, costs were at the 
same level as in the boom of the 


Dwelling Cost, in 


Year Units billions 
$9908 scones 330,000 $1.8 
1031.8. xe Se 254,000 1°5 
1032). 0 eee 134,000 6 
OG ee 93,000 4 
1934. 3. ee 126,000 6 
(Ee eles. 221,000 9 
136.) tee 319,000 1.4 
1087: ee 336,000 eee 
1938)-se See 406,000 13-24 
19300 e697 ee 515,000 2.1 


twenties and about double the level 
at the beginning of World War I. 

The fall in building costs was 
about 30 per cent between 1929 and 
1934 and roughly paralleled the fall 
in wholesale prices in the United 
States. There was no increase in 
home building as prices dropped; 
on the contrary, housing construc- 
tion fell to the lowest ebb in three 
decades. Since national income was 
declining, individual incomes were 
falling and credit was exceedingly 
tight; hence, the ability to make 
down payments and obtain mort- 
gage money was low. Constructior 
fell below the level of the Worlc 
War I period. 

With the general business re- 
covery from 1934 to 1941, building 
activity revived. The business re. 
cession of 1937 and 1938 may havs 
slowed its rate of growth but ther 
was a steady increase in home con 
struction through this period unti 
the end of 1941. 

War restrictions ended the up 
ward movement in construction 
Because of the scarcity of mate 
rials and labor, priorities limite: 
civilian construction to minimun 
essentials during the war period. 


The Postwar Housing Boom 


The great boom in new construc- 
_ tion in the postwar period resulted 
_ from the great demand for housing 
ee and the relative stable supply. From 
1930 to 1935 the rate of construc- 
_ tion was less than 200,000 units a 
year, and from 1935 to 1939 less 
than 400,000 units a year were built, 
as compared with a rate of close to 
750,000 a year during the 1925 to 
_ 1929 period. The rate of construc- 
- tion from 1940 to 1942 averaged 
_ better than 600,000 dwelling units 
_ per year, but the rate from 1943 to 
1946 was less than 400,000 units per 
year. 

The low rate of construction in 
the United States during the thir- 
ties and the war period, together 

with the great increase in demand 
for housing, resulted in an acute 
housing shortage in this country. 
The great increase in demand for 

_ homes in the postwar period is in 
large part a result of population 
increase and the high level of in- 
comes. From 1940 to 1945 there 
were nearly 7 million marriages and 
the population increased approxi- 
mately 8 million persons. 

The urgent demand for housing 
after the end of the war caused the 
price of older houses to rise 100 
per cent or more throughout the 
nation. Despite the pressing need 
and the high prices offered for new 
construction, the housing demand 
could not be satisfied. Supplies of 

lumber, cement, structural steel, 
_ hardware, metal products, and heat- 
ing and domestic equipment could 
E not be increased at a rate necessary 
to meet the demand. The low rate 


4 


: 


NOVEMBER, 1948 11 


of construction during the thirties 
did not allow the training of many 
new skilled workmen in the con- 
struction field; hence, the supply 
of skilled labor could not be in- 
creased as rapidly as the demand 
in the postwar period. Basic wage 
rates rose and overtime payments 
increased the costs of housing. 

The costs of construction vary 
from city to city, but some general 
estimates of those costs have showed 
that building costs rose rapidly in 
the forties. In 1941 the index of 
building costs was 110 (1939 = 
100), about the average of the 
twenties; in 1942, 1943, and 1944, 
under price controls, building costs 
remained near an index of 135. In 
1945 construction costs started up- 
ward, reached an index of 160 in 
1946, climbed to about 200 in 1947, 
and reached a new peak of approxi- 
mately 225 in 1948. 

The high construction costs did 
not check the building boom. Some 
796,000 housing units were con- 
structed in 1946 and 850,000 in 
1947; and in the first half of 1948 
approximately 475,000 units were 
in the process of construction. The 
rate of residential construction in 
the postwar period has been as great 
as the materials and labor available 
for housing would permit. A strong 
advance since 1946 is shown in the 
tabulation on page 12. 

In addition to the construction of 
new houses, materials and labor 
were needed for public construction 
and for repairs and maintenance on 
older homes. 

Some 8 million families, almost 
one of every two home owners, paid 
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Dwelling Cost, in 
Year Units billions 
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out money for repairs and additions 
on their dwellings in 1947, totaling 
an estimated $5 billion. The median 
‘amount spent for repairs was $200 
and that for permanent additions 
was $600. These figures were ab- 
normally large because of the back- 
log that had accumulated during the 
war period, when repairs and addi- 
tions had been deferred. The in- 
creased supply of building materials 
and the high level of income made 
possible this unusually large ex- 
penditure. 

The. charts on new construction 
activity show the cyclical fluctua- 
tions of the past twenty-eight years. 
The United States is at the present 
time at a new peak in’ construction 
activity. Construction costs and 
mortgage debt are also at an all- 
time high. 


Can Residential Construction Con- 
tinue at a High Level? 


Some forecasters on business 
trends have indicated that there 
are several reasons for believing 
that the present high rate of resi- 
dential construction will not be 
maintained. 

(1) By the end of 1948, approxi- 


mately 2.5 million new houses will 
have been completed since the war. 
Many people who had the money 
and credit to build or purchase new 
homes at present prices have al. 
ready done so. 

(2) In the past two years con- 
struction costs have reached an all. 
time high. The high costs have dis: 
couraged many potential builders. ' 

(3) Many people who planned t 
build new houses have purchasec 
old houses instead, because the 
could not wait, or could not afforc 
new dwellings. 

(4) Interest rates on real estat 
mortgages have advanced ane 
larger down payments are beins 
required. 

(5) The great volume of G. I 
loans for housing of the last twe 
years has declined, and very fev 
new G. I. loans are being made. 

As opposed to the factors whicl 
indicate that construction canno 
maintain the high level reached i1 
1948, there are several indication 
that residential construction ma 
continue at a high level for som 
time. 

Construction costs reached ney 
highs in August, 1948. The costs o 
most materials and labor have no 
increased appreciably in 1948 ove 
1947, but prices of plumbing an 
heating, brick and tile, and bette 
grades of lumber were still rising 

The high construction costs ind: 
cate that the demand for ne) 
houses and for other constructio 
is still strong. The high prices c 
materials and labor are a result 
the high demand. Since productio 
of building materials has not bee 
able to meet the pent-up deman: 
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the price of construction materials 
has steadily risen. Labor has been 
short in relation to demand, and 
workers in the construction field 
have been able to advance their 
basic wage scales and have been 
working overtime at higher rates. 

The high construction costs have 
not caused a drop in construction 
activity. A study of previous periods 
of high construction shows that 
construction has been greatest dur- 
ing periods of rising and high 
prices. Although the’cost of build- 
ing was 120 per cent above the 
1914 level during the boom of the 
twenties, the volume of residential 
construction measured in dollars 
increased steadily from 1922 to 
1925. A peak of $4.6 billion was 
spent for residential units in 1925, 
a year in which 937,000 family 
units, an all-time high, were con- 
structed. 

Building costs. did not drop 
noticeably from 1925 to 1930; con- 
struction of housing continued at a 
high rate in 1926 and 1927, although 
a little below the peak of 1925. 

The current boom has not run 
nearly so long nor yet ‘entered the 
declining phase. As the supply of 
building materials comes into bal- 
ance with the demand, the price of 
supplies should level off; but so long 
as the demand for housing con- 
tinues at the high level now pre- 
vailing there is not much reason to 
expect the cost of materials to 
decline greatly in the immediate 
future. 

The Department of Commerce re- 
ported that the output of building 
materials in August of this year 
was at a postwar high, 5 per cent 


above that for 1947. With the ex- 
ception of steel and possibly cement, 
supplies of most basic construction 
materials are expected to be almost 
in balance with demand for the re- 
mainder of the year. 

Wage rates in the construction 
field will not likely fall in the near 
future. As more labor comes into 
that field, overtime payments will 
be less necessary. This fact will 
afford some saving in labor costs 
but will not reduce total cost by a. 
large percentage. 

The cost of construction may fall. 
to some extent as materials and. 
labor become more available, but a. 
large drop in the price of new con-. 
struction in the near future is not: 
likely, if employment and general) 
business prosperity are maintained. 


Real Estate Mortgage Credit 


Urban real estate mortgage debt! 
has been rising in the United States, 
in line with the increase in new 
construction and in home owner-: 
ship. During the twenties the urban) 
real estate mortgage debt of the: 
country increased from some $12.2, 
billion in 1920 to a maximum of 
$33.1 billion in 1930, in line with 
the increase in home ownership. | 

The mortgage debt on urban 
houses was paid down to $26.2 bil- 
lion by 1935, and then rose to aa 
billion in 1941 as construction in+ 
creased in the last half of the 
thirties. During the war _ periodi 
mortgages on nonfarm homes wer¢ 
reduced only about 4 per cent alto, 
gether ; the total stood at $27.3 bil 
lion in 1945. 

Since 1945 mortgage debt has 
made the most rapid rise in out 
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history; by the middle of 1948 it 
had reached a new all-time high. 
Urban mortgage debt rose by more 
than $4 billion in 1946, about $514 


_ billion in 1947, and is expected to 


rise another $6 or $7 billion in 1948. 
Roughly $10.5 billion of the mort- 
gage debt outstanding on 1- to 4 
family houses is insured or guar- 
anteed by the Federal government, 
including about $6.5 billion by the 
Veterans Administration and more 
than $4 billion by the Federal Hous- 
ing Administration. The Federal 
government is underwriting almost 
one-fourth of the urban real estate 
debt of the United States. It is also 
insuring bank deposits and share 
accounts in a large number of the 
savings and loan associations. 

In the postwar period, urban real 
estate credit has been more than 
adequate to finance home owner- 
ship; it might be argued that credit 


_ has been too loose and has been a 


major factor in the inflated demand 
for housing. But the demands for 
loans for home ownership were 
high, and the financial institutions 
met the demand at interest rates 
below the rates in the twenties and 
in line with the general pattern of 
interest rates in the nation. 


Interest rates stiffened in the 


- United States during the last half 


of 1947. All veterans’ housing and 
a large proportion of the residential 
mortgages were at the 4 per cent 
rate in 1946 and the first half of 
1947, but very little home financing 
can be obtained in 1948 at less than 
5 per cent. G. I. loans are declining 
for several reasons. A great num- 
ber of old houses for sale have been 


‘purchased; the down payments re- 


quired have been rising; and 4 per 
cent is probably below the market 
rate of mortgage interest now pre- 
vailing. 

With the terms on first mortgages 
tightening, sellers have found it 
necessary to give second mortgages 
to aid in financing new homes. They 
particularly find that high-priced 
homes sell better if they take part 
of the price as a second mortgage. 
This is a form of price cutting to 
the extent that they discount their 
second mortgages at a _ reduced 
price. 


Government Programs for Housing 


The Housing Act of 1948, which 
became a law on August 10, pro- 
vided for the revival of Federal 
Housing Administration guarantees 
of loans up to 90 per cent of the 
replacement cost on _ large-scale 
rental projects (the estimated cost 
prevailing December 31, 1947) up 
to $8,100 cost per unit. Under the 
old title VI, which lapsed in April, 
1948, the Federal Housing Adminis- 
tration guarantee was limited to 
$1,800 per room, calculated on ap- 
praised costs. 

The act of August, 1948, also 
authorized the Federal Housing 
Administration to guarantee loans 
on homes up to 90 per cent of the 
first $7,000 and 80 per cent of the 
next $4,000, or a maximum of 
$9,500 on a $11,000 mortgage. The 
previous limits were $6,000 and a 
maximum of $8,600 on $10,000, but 
these new limitations are on ap- 
praised value, which may be sub- 
stantially below the selling price. 
The recent action by Congress es- 
tablished a secondary market for 
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mortgages guaranteed by the Vet- 
erans Administration. 

The new law may stimulate resi- 
dential construction and probably 
will have its greatest effect on 
rental housing, which lagged in the 
first half of 1948. A more liberal 
government guarantee will tend to 
counteract to some extent the tight- 
ening of the money market that has 
become increasingly noticeable in 
1948. 

With an interest. rate of 5 per 
cent and above and a larger down 
payment required, there has been a 
tightening of the money market in 
the real estate field, but it has not 
slowed construction in the first half 
of 1948 and has not dampened the 
outlook for the last half. 

The 414-6 per cent interest rate 
of 1948 is below the rate prevailing 
in the twenties. The market rate for 
real estate mortgages then was 6 to 
8 per cent, with some mortgages as 
high as 15 per cent. 

A rate of 5 to 6 per cent at the 
present time is not out of line with 
rates in other fields and will prob- 
ably provide funds for ‘construction 
at a record rate for some time in 
the future. 

Public funds for housing are not 
a strong factor in home building at 
the present time. Public-financed 
residential construction, mainly for 
the converting of war housing for 
use of veterans, was high in 1946 
and 1947, but the program was sub- 
stantially completed by the end of 
1947. Except in one or two cities 
the Federally-aided program of low- 
rent housing has not been resumed, 


largely because of high costs and 
statutory limitations. 

In New York State some public 
low-rent housing is being built at 
the present time under a program 
of state aid. Similar programs have 
been set up in several other states, 
but are not yet in operation. 

Under the plans announced b 
the Army, 200,000 new units are to) 
be erected in the next year as part’ 
of the defense program. This new’ 
public building will compete for) 
materials and labor with private} 
construction, but it will not provide: 
any additional civilian housing. 

When the new Congress meets in: 
January, a new housing bill will 
probably be introduced in line wit 
the President’s recommendations to: 
the last Congress. A long-run pro- 
gram of public-financed residential 
construction may be a strong facto 
in maintaining building at capacit 
levels for some time. 


Home Ownership at All-Time | 
High | 

The great number of home pur; 
chases since 1945 has decreased te 
some extent the demand for bot 
new and old dwellings. Many peopl 
who preferred new homes wer 
forced to purchase older houses be 
cause new dwellings were either n 
available or too high. Again, man 
tenants who preferred to rent wer 
forced to purchase homes becaus 
the owners wished to sell thei 
property while it was at an all-tim 
high. 
In 1946, approximately 400, 
new homes were sold and mor 
than 2,000,000 old houses wer 


ee). 


some 450,000 new houses 
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transferred. In 1947, more than 


~ 700,000 new homes and_ 1,300,000 


old homes were purchased. In 1948, 
were 


_ bought by owner occupants in the 


first six months, and 650,000 old 
houses were purchased. The demand 
for older houses has decreased as 
more new houses have become avail- 
able, but in most cities new houses 
are being purchased even at the 


high prices. 


At the beginning of 1948 there 
were over 38 million nonfarm 
dwelling units in the United States. 
Some 18.5 million nonfarm families 
owned their homes; approximately 
17 million were living in rented 
units; and some 2 million neither 


_ owned nor paid rent, according to 


Federal Reserve figures. Thus 49 
per cent of the nonfarm families 


owned their homes, 45 per cent 


rented quarters, and 6 per cent 


neither owned their homes nor paid 


Tent. 
The 49-per-cent home ownership 
represents the highest percentage 


ever attained in the United States. 


In 1900, only 37 per cent owned 
their homes; in 1930 the percentage 
reached 46 per cent; but it fell to 


41 per cent in 1940. 


Among families with incomes of 


“less than $3,000, about 40 per cent 


own their homes, whereas of fami- 


lies with incomes over $7,500, nearly 


75 per cent own their homes. As 


incomes have risen the proportion 


of home owners has usually in- 


creased. A greater proportion of the 
families in smaller communities 


own their homes than of those in 
‘cities and larger centers. Although 


a great number of people have 


already purchased houses and home 
ownership is at an all-time peak, 
the demand for housing is still high. 
Older homes have decreased in 
price in most cities in the United 
States in 1948, but there is little 
reason to believe that new houses 
will be constructed fast enough to 
cause a precipitous break in the 
values of existing houses or of the 
new homes. 


Outlook for Residential 
Construction 


Residential construction in the 
first half of 1948 was 35 per cent 
above the 1947 level. Higher prices 
account for most of the increase 
but the physical volume is approxi- 
mately 10 per cent above 1947. At 
the present rate of construction 
some 950,000 dwelling units will 
likely be built in 1948; this will be 
an all-time high, slightly greater 
than the 1925 construction peak. 

Construction figures show little 
indication that residential building 
will decline sharply in the last half 
of 1948. In September, residential 
construction was down less than one 
per cent from August, and this is 
less than the usual seasonal drop. 
There have been some signs of 
weakness in the home building field, 
but it is impossible at the present to 
determine how fundamental these 
weaknesses are, and how serious 
they may become in 1949. 

Many economists and_ business- 
men believe that the business boom 
is leveling off, but that this will not 
necessarily bring a serious recession 
in the immediate future. Housing 
will likely follow the general busi- 
ness pattern. 
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The housing boom is probably 
leveling off at the present time, 
since most of the people who des- 
perately needed homes have pur- 
chased new or old houses. Their 
purchases caused the great inflation 
in the price of housing. Mortgage 
credit is less liberal and down-pay- 
ment requirements have become 
higher in 1948. Building supplies 
are more nearly in line with de- 


have been carried on at a rapid rate.. 
All these factors point to an eas-- 
ing in the construction field, and! 
suggest that the upward boom is; 
near the top. This, however, does 
not necessarily mean that there will 
be a collapse in construction in the 
immediate future. The demand fo 
housing has not been satisfied. Many, 
people with adequate financial ré 
sources are still ready to build whe 
conditions are more favorable. 


mand. Repairs and maintenance, 
neglected during the war period, 


Manpower Needs of the Expanded Defense Program. In a series of 
measures enacted last spring, a sizable expansion of the national milita 
establishment was authorized for the fiscal year 1949... . The expansio 
occurs at a time when a very high percentage of the labor force is already 
employed, and when substantial backlogs of demand, both at home anc 
abroad, still exist in important sectors of the economy. The situation ir 
this respect is in sharp contrast with that prevailing at the time of the 
enactment of the National Defense Program in 1940, when 8 million work 
ers were unemployed and when considerable productive capacity wa 
not being utilized. For this reason, there has been considerable interest it 
the adequacy of the nation’s labor supply in the year ahead, and in thy 
potential problems of manpower recruitment which might arise as th 
present program develops. — From Monthly Labor Review, October, 19 
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Urbanization and Public Expenditures. Among the factors that have a 
counted for the steady growth of taxation and public expenditure in t 
past several decades, the increase in urbanization has been generally ne 
lected. Though war is far and away the largest single determinant of t 
existing level of over-all public expenditure, the demands of urbanizatio 
rank along with requirements for education, welfare, and public streets an} 
highways as major cost conditioning factors. These factors have particuldj 
relevance to the functions and responsibilities of state and local governmen 
Local government has absorbed much of the increase in the cost of educ? 
tion, a portion of that attributed to welfare, better highways and streets, ar 
nearly all of that due to the fact that a steadily i increasing proportion of thy 


(Federal Reserve Bank of Chicago) October, 1948. 


Where Are We Going? 


Donatp L. KEMMERER 
Associate Professor of Economics, University of Illinois 


How the Old Order Has Changed 


E have heard often in re- 
cent years that capitalism 
was disappearing. Some 


have cheered this news, many have 
hoped it meant that some of the 
imperfections of capitalism might 
be remedied, but most, I think, have 
really doubted that the downfall of 


capitalism was imminent. By capi-~ 


talism is meant the institutions of 
private property and control of en- 
terprise unrestricted by govern- 
ment regulation as to prices or rate 
of operation. To a ‘large degree 
these still characterize American 
business. But if we compare the at- 
titude of government towards busi- 
ness in the 1870’s and in the 1940’s, 
we cannot escape the realization 
that a great change has been taking 
place. In the 1870’s government reg- 
ulations affected business at only a 
few points. The illustrations that 
come to mind first are the tariff, 
the laws concerning the disposition 
of the public domain, especially to 
railroads, the state laws regulating 
railroad rates which grew out of 
the Granger Movement of the 
1870’s, and the newly enacted Na- 
tional Banking Act of 1863. All 
these except the tariff were new at 
the time. It was because the tariff 
was for many years almost the only 
government regulation that affected 


‘business that it assumed such im- 


portance in politics. 


Nowadays there are innumerable 
government regulations —we have 
Federal regulations covering all 
kinds of transportation and com- 
munication, anti-trust laws, more 
stringent banking laws, rules regu- 
lating the sale of securities and op- 
eration of exchanges, pure food and 
drug laws, complex regulations cov- 
ering the dealings of employer and 
employee with one another, rent 
ceilings, complicated income tax 
laws, and many others. Most of us 
believe these laws are desirable. 
Yet they did not exist, for the most 
part, two generations ago. What 
changes have taken place to make 
them necessary? 


Why the Old Order Has Changed 


There appear to be two physical 


.changes that have profoundly af- 


fected our economic relations with 
one another. One is the great in- 
crease in population, together with 
its greater concentration in cities. 
The other is the ever-growing effi- 
ciency of large-scale production 
which depends on a large plant in- 
vestment. The owners or managers 
of this capital feel a strong respon- 
sibility for protecting it. Both these 
changes, population growth and cap- 
ital growth, have made it more dif- 
ficult for the producer and the con- 
sumer to deal directly with one 
another as they once did. That 
direct dealing had tended to insure 
fair dealing. 


[19] 
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With the passing of direct deal- 
ing, some other way of insuring 
fair dealing became necessary. 
Chiefly it has taken the form of 
government regulations, whose 
number swells with every session of 
Congress and whose complexities 
seem boundless. But let us look at 
these two basic changes more 
closely. ; : 

Table 1 shows clearly how popu- 
lation has grown in the last 130 
years and how the number of cities 
has increased. In 1840 there were 
17 million people in the United 
States; today there are over 140 
million. This increase in population 
has necessitated curbing the indi- 
vidual’s personal freedom. We 
Americans have always taken pride 
in our “liberty.” But our liberty 
means our freedom to do what we 
please so long as it does not injure 
others. Yet, the more people there 
are living close together, the more 
likely are each one’s actions to af- 
fect his neighbor’s well-being. For 
example, it was all right for the 
isolated pioneer to slaughter his 
hogs in his front yard, to dump his 
garbage in the river, to go hunting 
as often as he pleased, to do his 
plowing on a hot day in his birth- 
day suit, and even to burn down 


his house to recover its nails when 
he chose to move on. But as the 
number of people in the neighbor- 
hood increased, these liberties had 
to be qualified or withdrawn. The 
river might easily carry away the 
garbage of one or a few but could 
not handle all that thousands threw 


into it. Note that the number of | 


cities of 5,000 or more increased 
from 12 in 1790 to more than 2,000 
in 1940. 

Also, people living in cities can- 
not live self-sufficient lives as people 


{ 
a 


once could on a farm. City dwellers — 


are specialists, dependent on one 
another and on the outside world 
for food, fuel, clothing, 


individual city dweller less indepen- 
dent in the economic scheme of 
things. He can become distressingly 
helpless in the face of a power 
breakdown or a truckers’ strike. To 
overcome this dependence and to 
gain their ends, individuals have 
organized into groups and thus in- 
creased their bargaining strength. 
The United States has more organ- 
izations and associations per capita 
than any other nation in the world. 
Unfortunately, group ethics in bar- 


gaining are usually lower than those | 


of the average individual. 


TABLE 1 
PopuLaATION TRENDS IN THE UniTeEp States, 1790-1940 


Item Compared 1790 
Mocalypopulationenya. «cc cnc aeeheree 3,900,000 
Gities*over: 51000 Reeth. oscars. Cee 12 
CitiessoverOl00O 5. cratic css fo eeeie 0 
Percentage rural population........ 94.9 


1840 1890 1940 


17,100,000 62,900,000 131,700,000 
85 694 
58 199 


10 
89.2 64.6 


Source: 
habitants, Summary. 


16th Census of the United States: 


1940. Population, First Series, Number of In+ 
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myriad of services. That makes the — 
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The other key to the change in 
the economy, we said, is the ma- 
chine, which has brought in its train 
large-scale production and _ high 
fixed costs. Economists divide costs 
into two types, fixed and variable. 
Fixed costs remain the same re- 
gardless of the rate of output. For 
a steel mill, the variable costs would 
include most of the fuel, the lime, 
pig iron and scrap iron, most of the 
labor, depreciation, and transporta- 
tion charges. The fixed costs would 
include interest on the costly equip- 
ment, obsolescence (the equipment 
may become outmoded and _ thus 
competitively useless before it ever 
wears out), wages and salaries of 
the permanent operating force, and 
very sizable property taxes. In a 
modern steel mill fixed costs are 
high as a rule. In 1939 the average 
steel mill in the country had $1 in 
fixed property for every 70 cents 
of annual sales. Thus, out of that 
70 cents there had to come all the 
variable costs, plus obsolescence, 
tax assessments on the property, 


insurance charges, wages and sal- 
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aries of the permanent operating 
force, and interest on all money 
loaned to the company. There was 
also pressure for enough to allow 
the stockholders interest on what 
they had invested. In 1939 most 
steel mills had to operate at 50 per 
cent capacity to meet their fixed 
costs. Of course if a mill could use 
all its equipment, it would make 
more profit than if it let some 
equipment stand idle, for idle ma- 
chines cost money just as idle em- 


- ployees do. The more output there 


is to share the burden of its fixed 
costs, the lower the average costs 


become, In an industry with high 
fixed costs there is generally a 
strong incentive to operate at full 
capacity although at times other 
considerations dictate a different 
course of action. 

High fixed costs appeared for the 
first time in many industries in the 
second half of the nineteenth cen- 
tury. Great advances in science and 
engineering produced the steam en- 
gine. Cheaper transportation re- 
sulted from the use of steam in 
boats, ships, and railroad locomo- 
tives. That in turn widened mar- 
kets: it enabled producers to sell 
their products farther afield than 
before. In 1867 the average freight 
rate was 1.93 cents (gold), in 1882 
it was 1.2 cents, and in 1916 it was 
73 cents. The growing population 
and its greater concentration in 
cities likewise increased the size of 
the markets. 

The manufacturer increased the 
size of his factory to meet their 
demand. In a large factory more 
specialization was possible and ex- 
ceedingly profitable. Unskilled 
workers who could quickly learn 
how to perform one simple opera- 
tion took the place of skilled and 
semiskilled workers. And, in turn, 
machines devised to perform some 
of these simple operations replaced 
even the unskilled workers. These 
machines cost money. Thousands of 
dollars, then hundreds of thousands, 
and finally millions were invested 
in some of them. The people who 
put up the money expected to get a 
return on their investment. They 
also expected to get their money 
back before the machines were 
worn out or had become obsolete. 
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All this added to the fixed costs of 
industry. 

As the industries of one region 
expanded their operations and sold 
farther afield, they competed with 
those of another region. The own- 
ers had to cut prices and that meant 
they had to reduce costs as well. 
They could cut costs by installing 
more efficient machines or by using 
cheap immigrant labor. Or they 
could do it by operating the factory 
at as full capacity as possible. A 
factory operating at full capacity 
could undersell one operating at less 
than capacity, other things being 
equal, of course. Thus industries 
with high fixed costs were desper- 
ately anxious to get enough orders 
to operate as near capacity as pos- 
sible. They would cut prices to the 
bone —or even to the marrow — 
and resort to all kinds of unfair 
practices. Cutthroat competition is 
a natural first consequence of high 
fixed costs. Sooner or later one or 
a few industries won out and dom- 
inated the market, at first a regional 
market and later the national mar- 
ket. The Standard Oil Company, 
controlling Cleveland in 1872 and 
the nation by 1879, is a case in 
point. 

Sometimes, of course, the war 
was not fought to the bitter and 
bloody end. The antagonists saw 
another solution. They entered into 
pooling agreements; that is, they 
agreed to divide the market or to 
share the profits or to fix prices. 
Such pools were characteristic of 
the last third of the nineteenth cen- 
tury. Whether an outright victory 
was won or some form of combi- 


nation was effected, the result was 
the same so far as the public was 
concerned. Such nation-wide mo- 
nopolies were called trusts. 

There were, of course, other fac- 
tors contributing to the rise of the 
trusts. The laissez-faire philosophy 
of the time made it permissible for 
a ruthless individual to “corner th 
market” in some product. Tariffs | 
contributed by shutting out foreign 
competition, and lax corporation 
laws made it easy to mobilize capital 
in the hands of a few. 

The industries in which trusts 
were most likely to appear were 
those with a heavy capital invest- 
ment, hence high fixed costs. Steel, 
oil refining, sugar refining, whisky 
distilling, shoe machinery, farm ma- 
chinery, and tobacco manufacturing, 
to name just a few, all fell into the 
hands of trusts. They tended to ex- 
ploit the public and to bully any 
small independents that were left or 
that might appear. It is easy to see 
why. They had losses to recoup; 
they usually had to pay dividends 
on watered stock issued when the 
vanquished company was bought up 
or the trust was formed; they: 
wanted to stabilize prices at a level 
that would be sure to pay a good 
profit; they preferred to snuff out 
competitors before they became 
dangerous, and they felt it was nec~ 
essary to build up a cash war chest 
for future expansion or business 
wars. There were few laws to pre 
vent their charging high prices or 
employing ruthless methods. Obvi- 
ously something had to be done to 
protect the consumers and the small 
competitors. | 


Solutions We Have Tried 


_ The government began to be 
looked to as the dispenser of justice 
_ and the protector of the weak. At 
first it did not do its part well. 
_ There were poor laws to work with 
and even these were not well en- 
forced. In 1890 the Sherman Act — 
the first Federal anti-trust law — 
was passed, but it was not rigor- 
ously enforced until after 1904. 
Then the situation began to im- 
prove. Other anti-trust legislation 
_ was added in 1914, and in the 1930’s 
_ the sins of big business were loudly 
_ denounced over the radio and in the 
press. Big business was being sub- 
_ jected more and more to regulation 
by Congress with the approval of 
the courts. As we gain more per- 
spective on these developments, six 
solutions to the trust problem stand 
out. All have been tried at one time 
or another. Let us examine each 
_ briefly. 
The first solution was a hands-off 
or laissez-faire policy. You may 
- even question whether that deserves 
to be called a solution, although it 
was clearly a policy. Except in a 
few states the trusts were ignored 
until the latter 1880’s, although they 
could have been prosecuted under 
the common law forbidding com- 
binations in restraint of trade. Even 
later, in the 1890’s, the lack of de- 
sire to prosecute, or of funds to 
prosecute with, protected the trusts. 
_ This laissez-faire policy still applies 
in a considerable degree to small 
business. 
_ The second policy was the one 
applied to industrial monopolies 


- 
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under Presidents Theodore Roose- 
velt, William Howard Taft, and 
Woodrow Wilson. If convicted, the 
trusts were ordered to be broken up 
or dissolved. This was sometimes a 
farce. The powerful Standard Oil 
Company was broken into 34 com- 
panies, but the chief owners of the 
original company remained the 
chief owners of each of the parts. 
In 1911 the Supreme Court an- 
nounced that only trusts which op- 
erated in “unreasonable restraint of 
trade” would thereafter be convict- 
ed. Nine years later the Court failed 
to convict the United States Steel 
company, the biggest industrial mo- 
nopoly in the nation. It held that 
the company itself did not have a 
monopoly, a technically defensible 
point, but failed to see that the com- 
pany was largely responsible for or- 
ganizing the whole steel industry 
into a monopoly. Many industrial- 
ists concluded that if there was no 
unreasonable monopoly in steel, the 
rules must be lax indeed. 
Regulation was a third and a more 
effective method of handling mo- 
nopolies. It was applied first to rail- 
roads and various public utilities, 
including light and gas companies, 
street car lines, telephone compa- 
nies, water companies, and others. 
Such companies were early judged 
to he “affected with public interest.” 
It was pointed out that regulation 
of them was especially necessary 
because they were “natural monop- 
olies.” The public could not rely on 
competition as a protection from 
unreasonable rates. If two or more 
such utilities served the same area, 
they would be driven to cutthroat 
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competition; and the result would 
be victory or combination and, in 
either event, monopoly. The monop- 
oly might have to charge higher 
rates to earn a return on-a larger 
investment if more line or plant 
had been built in the first place than 
was needed. In short, it was deemed 
best to grant one company a mo- 
nopoly to start with and then reg- 
ulate its rates. It should be obvious 
by this time that the difference be- 
tween a “natural monopoly,” such 
as a railroad or light company, and 
an industrial monopoly, such as a 
steel company, is thin indeed. Both 
become monopolies because they 
have high fixed costs. A legislature 
says the first is “affected with pub- 
lic interest” but does not indicate 
that the second is so affected. 

The railroads were first declared 
affected with a public interest in 
the 1870’s, as a result of Granger 
laws passed by several state legis- 
latures. Federal regulation of rail- 
roads engaged in interstate com- 
merce began with the Interstate 
Commerce Act of 1887. This law 
was so narrowly interpreted by the 
Supreme Court in the 1890’s that it 
lost most of its force. In 1903, 1906, 
1910, and 1913, however, supple- 
mentary legislation was passed 
which revived the power of the In- 
terstate Commerce Commission. The 
laws also put express companies, 
sleeping car companies, pipe lines, 
telegraph and telephone companies, 
and cable companies under Com- 
mission control. The Valuation Act 
of 1913 authorized the valuation of 
railroads so that the Commission 
might judge more accurately what 
return they should receive on their 


investment and set their rates ac- 
cordingly. In 1916 Congress passed 
the Adamson Act, which gave the 
four railroad brotherhoods the pay 
raise they were demanding in the 
form of extra pay for work beyond 
eight hours. “And thus,” according 
to John Moody, “after fifty years of 
almost incessant struggle with the 
public, was the mighty railroa 
monster humbled. It had lost power 
to regulate the two items which 
represent the existence of a bust- 
ness —its income and its outgo.” 
Since 1920 Congress and the Com- 
mission have looked with growing 
favor on railroad consolidations 
The Interstate Commerce Comis. 
sion has also been a model in par 
for a Federal Communication: 
Commission and a Civil Aeronautic: 
Board. What Congress has done t 
interstate railroads, state legisla 
tures and municipal government 
have done to state or local utilities 

The fourth solution is the estab 
lishment of a “yardstick” by whicl 
the costs and rates of a compan: 
may be impartially judged. Th 
most famous example of this is th 
Tennessee Valley Authority (TVA 
set up in 1933 for several purposes 
One was to produce and sell elec 
tricity and thus provide competitio: 
for local power companies and als 
supply the government with first 
hand information on costs an 
reasonable rates. The private com 
panies maintained that TVA di 
not properly separate the costs o 
its other functions — flood contro 
fertilizer manufacturing, etc.- 
from its power costs, and did nc 
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NOVEMBER, 1948 © 25 


make proper allowance for depreci- 
ation and taxes, which private com- 
panies had to meet and TVA did 
not. We are less concerned with 


the merits of this argument than 


with observing that the yardstick 
method was tried. The yardstick 
principle was less clearly applied 
during and after World War II. 
The government engaged in manu- 
facturing (aluminum, steel, air- 
planes, ships) but afterwards it 
elected to turn these plants over to 
private industry. In several cases, 
however, an existing private mo- 
nopoly was forbidden to buy the 
government plant. 

The fifth solution is for the gov- 
ernment itself to take over opera- 
tions. The English call this “nation- 


/ alization.” Our postal service has 
* 


= been nationalized, at 
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least since 
1691. Most of our schools and many 
of our great universities are under 
local or state government authority. 
Most canals were built by state 
governments a century ago. The 
Panama canal was built by, and is 
operated by, the Federal govern- 
ment. We nationalized our railroads 
temporarily during World War I; 
many European countries have na- 
tionalized theirs from the beginning. 
A fifth of our lumber resources are 
owned by the government and 
leased out on its strict terms. When 
the leaders of labor and capital 
were unable to agree on a wage 
scale in 1946-47, the government 
temporarily nationalized our coal 
mines. Another name for national- 
ization is state socialism. In a 
socialistic society, according to Pro- 
fessor Ralph Blodgett, “the owner- 
ship and management of the man- 


made and nature-made producers’ 
goods (capital and land) would in 
general be vested in society as a 
whole rather than in private indi- 
viduals.” In short, there is more 
socialism in our midst than we gen- 
erally recognize. 

Finally, there is a sixth solution 
which, like the first, may be criti- 
cized as no solution at all. Yet it is 
the course of action we have ac- 
tually taken. It is a hodgepodge of 
the others: relative laissez-faire for 
small business, the threat of dissolu- 
tion hanging over industrial monop- 
olies, regulation for most utilities, 
a yardstick imposed on a _ few 
others, and nationalization of a 
scattering of services. 

It is an all too common fault in 
discussing the rise of the trust 
movement to blame it on greedy 
individuals or to stress the evils of 
the profit motive. That is superficial. 
There have always been greedy in- 
dividuals. Both here and elsewhere 
the profit motive has generally had 
opportunity to operate. The trend 
of industry and transportation to- 
wards large size and national mo- 
nopoly has been the inevitable result 
of changing economic conditions 
rather than of the sins of con- 
sciously wicked men. Advances in 
science, cheaper and faster trans- 
portation, and growing population 
made the trend possible. 

The period 1870-1900 was not the 
beginning of monopoly; rather it 
was the beginning of national mo- 
nopolies. For generations grist 
mills, saw mills, general stores, iron 
foundaries, blacksmith shops, toll 
roads, and bridges, for example, 
had enjoyed a monopoly status in 
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their communities. With transpor- 
tation expensive, the pioneer or vil- 
lager could trade at his general 
store or grist mill or not at all. 
True, he was in a somewhat better 
position to start a competing grist 
mill than his descendant is to start 
a competing steel mill, but he prob- 
ably did not do that very often. 
The solution lay in the facts that 
there was a customary price for 
many goods or services and that he 
and the mill owner were neighbors 
and had to get along with one 
another. 

When the monopoly became re- 
gional or nation-wide, the producer 
no longer met the consumer face to 
face. The big industrialist sought 
price stability, power, and profits; 
he lost personal contact with his cus- 
tomers. The customer had little op- 
portunity to understand industry’s 
fixed cost and marketing problems, 
and perhaps even less desire to do 
so. He could not easily get a hear- 
ing for his grievances. The small 
competitor was worse off; he was 
scarcely entitled to have grievances. 
To both, the big corporation became 
a cold, distant, unfeeling manifesta- 
tion of power. So much power in 
the hands of a small group of rich 
men was dangerous, especially when 
the old controls no longer worked. 
Frequently their appetites for pow- 
er and profits seemed to know no 
limits. New controls had to be de- 
vised. But the customers and the 
browbeaten small competitors were 
not the only groups to organize in 
the face of growing power in the 
hands of industry. Laborers and 
farmers had to organize too. Let us 
see how some of these reacted to 
the new conditions. 


_ almost simultaneously to fight ther; 


Changes in the Status of Labor 


Labor for hire was scarce a cen- 
tury and a half ago. Most men 
worked for themselves and not at 
a wage for others. Where men were 
hired, the employer and the em- 
ployee worked side by side, under- 
stood one another’s problems, and 
talked over their difficulties man to 
man. No organizations were needed 
to represent workers in dealing with 
employers, for almost every eco- 
nomic activity was conducted on a 
small scale. 

Labor organizations appearec 
when this personal contact was 
broken at the beginning of the in- 
dustrial revolution, even before 
many factories had appeared. Grad- 
ually markets broadened. Product: 
like thread or shoes or brasswaré 
were distributed to these distan 
markets through a merchant o1 
middleman. When competition wa: 
keen, prices had to be cut and tha 
meant the wages of hired worker 
were slashed also. Workers madi 
only a portion of the finished prod 
uct and no longer saw the satisfies 
customer. Sometimes the worker’ 
sole interest was the pay check 
With the coming of the factory, th) 
worker no longer owned his ow; 
tools. He became subject to factor 
hours and discipline; he ceased be 
ing a part-time farmer and was de 
pendent for his livelihood on th 
factory owner. Such utter depend 
ence generated a strong desire fa 
security against the whims of | 
distant and ever more powerful em 
ployer. Local unions appeared an 
employers’ associations develops 
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After the Civil War transporta- 
tion became still cheaper, markets 
wider, and factories bigger. How 
trusts developed has already been 
described. With industry organized 


on a national scale, unions had to 


organize on a national scale also, 
for only thus could they hope to 
deal with the trusts. In fact, most 
of them were not yet strong enough. 
The strongest and best organized 
workers were the skilled workers, 
but in a machine age, characterized 
by increasing specialization, crafts- 
men were necessarily declining in 
relative importance. By the 1930’s 
the semiskilled and the unskilled 
were also demanding to be organ- 
ized. A New Deal government 
friendly to labor provided the op- 
portunity and the encouragement. 
The Committee (later Congress) 
for Industrial Organization was 
born in 1935 and vigorous industrial 
unions seemed to mushroom over- 
night. 

Wishing to make up for lost time, 
some of these new unions pro- 
ceeded too fast and too violently. 
An epidemic of “sitdown” strikes 
was successful but shocked the pub- 
lic. Now even big industry had to 
give in to big labor, and the small 
local enterprise was helpless before 
the demands of big unions. Perhaps 
a rough sort of justice was being 
meted out to industry for some of 
its past sins; certainly the shoe was 
often on the other foot. Favorable 
legislation benefited labor rackets 
as well as honest unions. Several 
powerful labor leaders took on the 
characteristics of notorious tycoons 
of industry in an earlier generation. 
Just as the overambitious industri- 


alist excused his selfish actions on 
the ground that he was only pro- 
tecting his stockholders’ invest- 
ments, so the overzealous labor 
leader excused his excesses on the 
ground that he was only trying to 
raise his workers’ “pitifully low” 
standard of living. Likewise, just as 
management groups perpetuated 
their control of a corporation by 
proxies and other devices, so labor 
leaders perpetuated theirs by means 
of a helpful constitution, a closed 
shop, and the check-off system. By 
this last all members’ dues were fun- 
neled into the union treasury even 
before they received their pay 
checks. Such a leader was hard to 
oust. The members of his union 
might dislike him, but it was dan- 
gerous for any individual to oppose 
him. To the individual, loss of union 
membership meant loss of his job. 
Besides, members took pride in their 
leader’s ability to bargain with the 
wealthy owners and win increases 
periodically. So long as the dicta- 
torial leader could deliver pay in- 
creases or other benefits, and so 
long as these gains were as good as 
other leaders got for their unions, 
he could rely on his members’ sup- 
port. But this competitive situation 
meant it was hard to stabilize union- 
management relations for long. 
When a big union began bargain- 
ing with a big industry, say the 
Steel Workers’ Organizing Commit- 
tee with the United States Steel 
Company, it was a battle of giants. 
Sometimes the party that suffered 
most from such a conflict was the 
public, as when coal was not mined 
for weeks. Sometimes it was the 
consumer, as when steel prices went 
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up to cover wage raises. Sometimes 
it was the stockholders, for man- 
agement was self-perpetuating but 
not a heavy investor and got its 
money from high salaries, bonuses, 
and inside information rather than 
from dividends. Sometimes it was 
the worker, who might be kept out 
several extra weeks to get two cents 
an hour more pay (it might take 
10 years to make up the lost time) 
so that his leader could point to a 
victory as impressive as that of the 
neighboring union leader. When 
management refused to grant easy 
victories, as after the war, there 
were serious and prolonged strikes. 
Such stoppages in major industries 
led in turn to other stoppages and 
handicapped the national economy’s 
reconversion to peacetime produc- 
tion. When more man-days were 
lost through strikes in 1946 than in 
any five years in our labor history, 
it was obvious that something had 
to be done. 

The public began to wonder 
whether a union in a key industry 
should continue to have the privi- 
lege of halting that industry to gain 
its ends. Even though the ends were 
justifiable, getting them’ by large- 
scale strikes did great harm to 
others. Some improvement in the 
method, perhaps a substitute for 
the strike, seemed essential. Was the 
answer government regulation of 
such wage rates, say by compulsory 
arbitration? Both sides shrank from 
this drastic device. Yet some solu- 
tion was needed. In the case of the 
coal strike of 1946, the government 
stepped in and took over for several 
months. This came close to state 
socialism. The Taft-Hartley law 


was a milder solution. It virtually 
eliminated some things unions could 
strike for, and it required a cooling- 
off period and several stages of ne- 
gotiation before a major strike 
could be called. It remains to be 
seen whether this solution will stand 
a severe test. 

The “break-even point,” i.e., the 
capacity at which a plant must op-{ 
erate to avoid loss, is much higher 
in manufacturing than it used to 
be. Not only is more equipment 
used, but it is more expensive. At | 
the same time more of the labor © 
cost has become a fixed cost. Skilled | 
personnel and salaried workers can- 
not easily be laid off in most plants. | 
Furthermore, according to the 
March, 1948, Cleveland Trust Com- 
pany Business Bulletin, production 
per man-hour in manufacturing has 
not risen appreciably since 1940 but 
the wage cost per unit has doubled. 
Prices have not risen so much. One 
major reason that production per 
man-hour has not risen is the grow- | 
ing use of such devices as union | 
restrictions on output and job spec- | 
ifications. Men sometimes cannot 
be assigned the tasks that most need | 
to be done but must be kept busy 
on some task within their job speci- 
fication. That creates a rigidity | 
which is in the nature of a fixed 
cost and lessens output. When the 
next depression comes, management’ 
will have to demand increased out- 
put or wage cuts. Unions will cer-| 
tainly resist these demands. The 
leaders are likely to bring political, 
pressure to protect their hard- -won 
gains of the past. 

In summary, increased regulation) 
of labor by the government has; 
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come because bargains, to be effec- 
tive, had to be made by leaders of 
large and well-regimented unions. 
These leaders acquired such vast 
powers, in some instances, that they 
were able to make the economy of 
the nation almost grind to a stop at 
the jut of a jaw. So much power 
in any one man’s hands demands 
government control. In addition, 
labor costs that were formerly vari- 
able have become more fixed. If 
unions ever obtain the guaranteed 
annual wage to which some aspire, 
fixed costs will be even higher. In- 
dustries might be forced into fur- 
ther combinations to stabilize prices, 
thus bringing further anti-trust 
prosecutions down on their heads. 
That could give labor leaders a 
strong political talking point for 
further demands and lead to another 
round of labor excesses. At each 
turn, judging by the past, more 
government regulations would prob- 
ably be imposed. 


Changes in the Farmers’ Status 


What have been the farmer’s re- 
actions to these giant monopolies 
growing up about him? Farming 
was once a way of life. For almost 
three centuries the American farm 
was almost self-sufficient. Early in 
the last century subsistence farm- 
ing began to give way to commer- 
cial farming. The mill and factory 
workers in the towns needed food. 
The improved means of transporta- 
tion being developed enabled farm- 
ers to ship more profitably to those 
markets. Great progress was made 
in the years that followed. Today, 
to quote Cary McWilliams, “Farm- 
ers have been drawn into the vortex 


of industrialism—the concept of 
the ‘family-sized farm’ — of the 
farm as homestead — has been thor- 
oughly undermined not only in Cal- 
ifornia but in the Western Cotton 
Belt, the Plantation Cotton Belt, 
the Wheat Belts in Oklahoma, 
Washington, and the Dakotas; in 
the Corn Belt, in the fruit, vege- 
table, and berry industries; in 
Maine and in Florida, in Tennessee 
and Montana—the production of 
some crops has been completely in- 
dustrialized, others only partially 
Soaee 

Industrialization suggests special- 
ization, mechanization, and power. 
They came to farming in about 
that order and all are present to- 
day. The South was the first area 
to specialize in staple crops, but the 
North and West also did so before 
the Civil War. Improvements in 
plowing equipment—iron plows, 
steel plows, sulky plows, and gang 
plows — and in harvesting equip- 
ment — reapers, harvesters, twine 
binders, and combines — followed 
in rapid succession in the last cen- 
tury, especially after the Civil War. 
As for power, after the horse re- 
placed the ox, about 1850, there was 
little real progress until the inven- 
tion of the gasoline tractor a gen- 
eration ago. All this new equipment 
cost money. The more fertile and 
accessible lands also increased in 
value as the country filled up. Many 
would-be farmers did not have the 
money to own both equipment and 
land, and so farm tenancy increased 
sharply. In 1880, 20.5 per cent of 
the farms in the twelve North Cen- 


2 T]l Fares The Land, pp. 299-301. 
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tral states were operated by tenants, 
in 1940, 35 per cent. Whether 
the farmer was a tenant or an 
owner, sooner or later he realized 
that the only way to make a profit 
was to keep his equipment and lands 
busy and produce more. High fixed 
costs are remorseless slave drivers. 

The 1870’s saw one of the worst 
depressions of the century; between 
1873 and 1878 more businesses 
failed each year than the year be- 
fore. The market could not readily 
absorb all the farm produce raised 
by all the new equipment on rich 
new lands and shipped from long 
distances by cheaper transportation. 
While pitifully low prices discour- 
aged some farmers, they spurred 
others to greater efforts to maintain 
their customary income. 

The farmers suffered severly 
from overproduction of farm com- 
modities. The term ‘“overproduc- 
tion” needs to be defined carefully. 
Overproduction means _ producing 
more of some goods than can be 
sold at prices that will cover costs. 
There are four possible approaches 
to the overproduction problem in 
agriculture; cutting costs, increas- 
ing demand, decreasing supply, and 
raising the general price level. Rais- 
ing the price level helps because 
farm prices rise faster than other 
prices; besides, it enables farm 
debtors to pay their debts more 
easily. 

In the 1870’s farmers attacked 
the problems with two of these four 
methods: | 

(1) They brought pressure on 
state legislatures to pass laws to 
regulate railroad rates. They wanted 
nondiscriminatory rates and low 


rates so that they could reduce the 
costs of marketing their crops. They 
were successful. The laws they ob- 
tained, known as the Granger laws, 
mark the beginning of government 
regulation of railroad rates in this 
country. 

(2) The farmers, together with 
the mining interests, also clamored 
for the free coinage of silver but 
were only moderately successful in 
this endeavor to raise the price 
level. The Bland-Allison Act pro- 
vided for the minting of more silver 
dollars in 1878 but it did not raise 
the price level as had been intended. 
Still the law was one of the first in 
this country passed with the inten- 
tion of raising the price level. Thus 
the farmers’ troubles in 1870 gave 
rise to important government con- 
trols in two areas. 

The period of the 1930’s was 
another era of overproduction in 
agricultural commodities. Again the 
problem was attacked chiefly from 
two of the four possible angles, one 
of them previously tried and one 
not. 


(1) To decrease supply, a gov- 
ernment-sponsored farm monopoly | 


was established. The farm bloc ra- 


tionalized that since industry and | 
labor had their monopolies, farmers, | 
also, should be allowed to combine. | 


The farm monopoly was the Agri- 
cultural Adjustment Administration 


(AAA) of 1933. Under its direction | 
limited | 


seven basic crops were 
(later others were added) and farm 
incomes were quickly boosted. To 
control the activities of millions of 
farmers, numerous bureaus had to 
be set up and staffed all over the 
nation and considerable supplemen- 


| 


we 
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tary legislation had to be added. 
The government was soon irretriev- 
ably committed to maintain agricul- 
tural prosperity. Even after World 
War II brought the farmers greater 
prosperity than they had known in 
a century, the AAA was still in 
operation. 

(2) To raise the price level, Con- 
gress passed the Thomas Amend- 
ment to the AAA on May 12, 1933. 
This provided several ways to raise 
prices, although only one was ex- 
tensively used. That was the deval- 
uing of the dollar by 41 per cent in 
1933-34. Again, but much more 
clearly than in 1878, the government 
was seeking to change the price 
level to protect certain economic 
groups from suffering. 

Is the government’s interest in the 
farmers’ welfare going to pass? 
Was it merely a phenomenon of the 
1930’s? Will the bureaus of the De- 
partment of Agriculture dry up and 
disappear like autumn leaves? If 
another depression comes, will 
farmers look more or less quickly to 


the Federal government for help? 
We all know the answers to these 
questions. Government assistance, 
and with it government regulation 
in agriculture, is here to stay. 


What About Other Segments 
of the Economy? 


What have been the trends out- 
side transportation, manufacturing, 
farming, and labor? Table 2 indi- 
cates what the other major seg- 
ments are and their relative import- 
ance. Labor does not appear sep- 
arately, because it is implicit in all 
segments. Most labor organizations 
are found in transportation and 
manufacturing. 

There is obviously government 
control in the “Government” seg- 
ment. Before the Civil War that 
segment accounted for less than two 
per cent of the national income. To- 
day it is one of the largest. It is 
significant that between June, 1932, 
and June, 1947, the number of 
monthly checks issued by the Treas- 


TABLE 2 
NaTIONAL INCOME BY INDUSTRIAL OricrIN, 1940, 1947 


Dollars in Millions Rank of Group 
Segment of Economy 
1940 1947 1940 1947 
ALU Sis GHEE ASE EER, oR RE ORRIN RCD ca OE eR eo $81.3 $202.5 
SOM EETE ACEI L ITI OR ede) weal = gTe oe fe sia ia chene SietG)m ar 'si5 22.4 61.7 1 1 
Wholesale and retail trade...... Se Or aT C Copy eer RCE Cc 13.7 37.5 3 2 
Government, government enterprises. .....-+.seeeeeees 8.8 ae 5 : 
a PLLA SG Sie A OP ERO EL OR ERC RD ER RRC oe BO ceed 8.6 ae : : 
Finance, insurance, real estate.....-...+.+-.+++5: 8.5 ae , 
Transportation, public utilities..........-.. sees eee eee eH i g : 
BPE CU CITE ee nee eke OR tone e ous) avsievala viowbeiies acres ease es es 
LAT (BJELTRES ale 9 cis teen RETR Die Pe COO NCUE, CIRCE) ROA CRC ERC TATED aC One : : oe 


Sources: 1940, National Income Supplement to Survey of Current Business, July, 1947, p. 26; 


1947, Survey of Current Business, July, 1948, p. 19. 
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ury increased from 2,196,151 to 14,- 
416,393. True, only a minority of 
these go to government clerks and 
officials, but the fact remains that 
10 per cent of the population now 
depend on the Federal government 
for all or part of their income. 

In “Finance,” which consists 
chiefly of commercial banking, the 
trend has been steadily towards 
more government control. At first 
the reason was to provide the people 
with a trustworthy money. More 
recently the banks have become 
tools of the government because the 
government owes them so much; 
over 40 per cent of the public debt 
is held by banks. Hence, the gov- 
ernment has opposed higher interest 
rates which are needed to curb our 
creeping inflation. Both higher taxes 
and a recession would embarrass the 
political party in power. 

Probably “Trade” and “Service” 
—that is, merchants and profession- 
al men — represent the last strong- 
hold of free enterprise. Why has the 
government interfered less with 
the merchants and professional men 
than with manufacturing, transpor- 
tation, and some other segments of 
the econdDmy? For one thing, there 
is generally less machinery involved 
in the trade and service segments 
and therefore less costly equipment. 
Hence fixed costs do not breed cut- 
throat competition and monopoly to 
so great an extent. Employer and 
employee are more likely to be 
found working side by side, as they 
once did in industry, so that unions 
are not so prevalent. Professional 
people prize their freedom of action 
and so are generally staunch sup- 
porters of the capitalistic system. 


Yet in education, because of neces- 
sary large capital outlays for li- 
braries, laboratories, and other 
buildings, the state governments 
have been participating to a steadily 
increasing degree, and _ teachers 
have happily accepted the situation. 
A similar development seems about 
to begin in medicine. 
' 

Changes Grow Out of Crises 

The two basic forces underlying 
our economic growth, population 
growth and capital growth, are car- 
rying us toward an ever greater de- 
gree of government control — per- 
haps to socialism. Yet we are not. 
proceeding smoothly but by a series 
of fits and starts. Our economic: 
history shows clearly that emergen-- 
cies stimulate the biggest changes.. 
The two chief types of emergency) 
have been depressions and wars. 
Each such crisis carries government 
controls a step farther. 

One of the general causes of de- 
pressions in the past has been an 
overexpansion in transportation ort 
in some industries, usually accom- 
panied by a boom in the stock mar- 
ket. Overexpansion or overproduc; 
tion means that an industry cannot 
sell enough goods at prices that wil 
cover the costs of the enlargec 
plant. Fixed costs are too high. It 
is thus that the modern bogey o 
high fixed costs helps to bring on ¢ 
depression. 

Depressions in turn cause thé 
government to impose more regula 
tions. The secondary postwar de 
pression of 1873-78 saw the begin 
ning of government regulation o 
railroads in many states. The Gre 
Depression of 1929-35 was respor 
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sible for the longest list of reforms. 
Several have already been men- 
tioned. Perhaps the most far-reach- 
ing consequence, however, was the 
widespread determination of the 
people and of their political leaders 
not to have another depression like 
it. 

When a government resolves to 
avoid a depression, it undertakes a 
tremendous task. It must use meth- 
ods different from those employed 
before. In the past, the poor markets 
accompanying a depression have 
forced the owners of overexpanded 
industries to cut prices and to dis- 
pose of some of their inefficient 
holdings or otherwise to scale down 
the value of their plants. Such re- 
ductions in prices and plant valua- 
tions took place more rapidly when 
our economy was on a smaller scale 
and more competitive. As industries 
became more monopolistic, the re- 
sistance to price reductions and 
liquidations became greater. Gard- 
ner Means’s now famous study of 
farm and industrial price changes 
between 1929 and 1933 illustrates 


this well. Percentage Percentage 


Dropin Drop in 
Industries Prices Production 
Agricultural Imple- 

TIVOTLUS ae ime ee: 6 80 
Motor Vehicles. 16 80 
‘COTS ee eee 18 65 
Textile Products... 45 30 
Agricultural Com- 

modities........ 63 6 

Source: Senate Document No. 13, 


74th Congress, 1st Session (Washington, 
1935). 


The took 


liquidation process 


longer in the 1930’s (even before 


the New Deal began) than in previ- 
ous depressions. The pressure on the 
relatively more competitive groups 
became intense. These groups, like 
farmers and many laboring men, 
simply could not wait for the 
resistance of the monopoly groups 
to crack so that the nation’s indus- 
tries could be purged and restored 
to economic health. Under our spe- 
cialized economy, they had become 
dependent on railroads, industries, 
banks, and other big business for 
their livelihood. They had to live 
while industries underwent that 
necessary but time-consuming liqui- 
dation. That is why the government 
was urgently called upon for help 
in 1933. Another depression is 
widely feared now, by farmers and 
laborers, chiefly because of what 
they experienced before 1933, and 
by businessmen, especially because 
of what they experienced after that. 

There may be several answers to 
this problem of handling depres- 
sions. Judging by current thinking, 
the one most likely to be tried is 
called maintaining full employment 
and a high national income. To 
maintain full employment with de- 
pression threatening would neces- 
sitate an enlargement of the New 
Deal program of the 1930’s. Some 
of its supporters maintain that the 
New Deal failed because it was on 
too modest a scale. Such a program 
contemplates pumping money into 
circulation through extensive public 
works. Various government agen- 
cies would again support projects 
deemed too risky for private enter- 
prise. The Reconstruction Finance 
Corporation might take preferred 
stock in other industries to keep 
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them going, as it did in 1932-33. All 
this would prevent or cushion the 
depression but it would also prevent 
or reduce the liquidation of inefh- 
cient or overexpanded plants. The 
government would have a larger 
voice in the industries it helped, 
but it would be committed to aid 
them for as long as the depression 
lasted. All this points to more regu- 
lation and still another step towards 
socialism. If such a program re- 
stored prosperity and full employ- 
ment, then controls over wages, 
prices, and interest rates would have 
to be put into effect to hold off in- 
flation. That would mean more reg- 
ulation too. Taxes would have to be 
high to carry the enlarged public 
debt. High taxes are but a rounda- 
bout way of denying the enjoyment 
of private property. That is another 
piece of evidence of the shift from 
capitalism to socialism. 

Now let us turn to the other type 
of emergency — war — and some of 
its results. When a nation fights a 
major war, it must organize its re- 
sources quickly and to one purpose 
—winning the war. It must stimu- 
late essential industries’ and prevent 
energy from being frittered away in 
nonessential ones. To rely on the 
price system to do this would be 
slow and cumbersome. A war must 
be won as quickly as possible, re- 
gardless of money costs. All these 
factors lead to a more regimented 
economy. After hostilities cease, 
many of the regulations may be dis- 
carded but some are kept. Let us 
take a few examples. 

The Civil War saw the first use 
of the income tax although it was 


subsequently abandoned; a Consti- 
tutional amendment was required to 
restore it in 1913. The financing of 
World War I depended heavily on — 
increased income taxes; the Great 
Depression saw income taxes used 
to penalize saving and large in-— 
comes, and in World War II top 
incomes were taxed as much as 85, 
per cent. It is an almost unbroken | 
rule that once taxes and govern- 
ment expenditures go up, they do 
not return to their former level but 
remain much higher than before. 
Table 3 shows this disturbing trend. 
Notice that in each case postwar tax | 
receipts, five years after the war) 
was over, were much nearer war re-- 
ceipts than prewar receipts. The: 
last column shows the steady rise 
in the percentage of income that! 
was paid the Federal government.}} 
Observe its upward trend. 
Industrial production in wartim 
affords another illustration. I 
World War I, most industry was{ 
paid on a cost-plus-10-per-cent basis 
In World War II, industry was alsq 
paid on a cost-plus basis, but the 
“plus” was rarely as much as 1( 
per cent and at the war’s end con 
tracts had to be renegotiated et 
scale down profits. Last spring, wit 
a World War III on the horizon 
Senator Richard Russell of Georgi) 
urged that the government dra 
all industries making goods neede 
to equip our armed forces. It see 
somewhat ironic that we are thini 
ing of using a Russian or socialist 
system of organization in a possib 
war with Russia, which is to den 
onstrate that our capitalistic syste? 
is superior to her socialistic one. |} 
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TABLE 3 


Wuat Gors Up anp Dors Not Come Down? TAxeEs 
(dollars in millions) 


Federal Government Approximate 
Average for period or year percentage of 
Federal taxes to 
Receipts Expenditures | national income 
ek War: 
POOL SOOM Reels aetaasaite clus wile cole cute sia $ 60 60 ° 
PEGIENS ONE fetish icteinc tiers hide copie ns 161 2 684 50 
MGM OO ers oie re 4) ke en UE Eee fk ose Soave Geancie > 337 287 4.2 
World War I: 
TO be 3, ai ooo Pe RP rec Er a A 735 735 2.4 
1918 PN MN eorsik oxi CE isles Mewes aye: aut aE aya 3,665 12,698 6.0 
OEY, gic Eco SHEN RT OG Oe a 4,007 3,697 6.7 
World War II: 
LR Al cote tiara OU le ae ie eae ae ene are a ae 5,165 8,765 7.6 
CEES he, Seer etap 5 al 2 Cage Pg ee 46,457 100,405 21.0 
OE fas 5 eC ORTE, PARE oy A Me Ne eat gc en a 45,600 41,300 22.4 
What the Past May Lead Us to be, if the maximum is to be 


Expect in the Future 


What does all this economic his- 
tory prove? Many of the facts were 
already familiar, but perhaps the 
general pattern of growing regula- 
tion in one segment of the economy 
after another was less familiar, and 
the two basic causes, growing pop- 
ulation and high fixed costs, were 
least familiar. The economic his- 
tory of the last century seems to 
show that any group must organize 
to achieve its ends or even to pro- 
tect itself successfully. When prices 
or wages are rising, those of the 
unorganized tend to move up more 
slowly. Organized labor has gener- 
ally done better than unorganized 
labor; monopolists have made 
greater profits than competitors; 
and farmers have done better under 
the AAA than before. In all these 
pressure groups, the individual is 
easily submerged; perhaps he must 


achieved for the group as a whole. 

When the interests of the various 
segments of the economy clash, a 
battle of giants takes place. Whether 
it be management and labor, rail- 
roads and farmers, or some other 
matching of contestants, a referee 
is necessary and rules are badly 
needed. The government, of course, 
takes the role of referee and rule- 
maker. But that does not solve mat- 
ters. Each group tries to influence 
the referee. Some people believe 
that trouble will last so long as 
production is treated as a game 
with profits the token of victory. 
They would have government take 
over the means of production, as in 
Russia and to a lesser extent in 
England. Such government owner- 
ship is state socialism. Whether the 
prospect of state socialism or of 
increasing regulation appeals to you 
or not, you can hardly fail to see 
the trend towards it. 
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In general, the more an industry 
grows, the more it is mechanized. 
The more it is mechanized, the more 
it must operate continuously to sup- 
port its fixed costs, and the more 
it tends towards monopoly and be- 
comes subject to government regu- 
lations. Every decade of scientific 
and technological progress sees 
more industries enter this category. 
Meanwhile the rest of us organize 
in self-defense, as labor has, not 
only around the bargaining tables 
but at the polls. In time, that pro- 
duces more government interven- 
tion. These are the forces that are 
reshaping our economic. system. 
This is why our 
changed so much in the past 75 
years. There may be occasional in- 
terruptions in the future; for ex- 
ample, World War I was followed 
by a reaction against regimentation 


economy has 


during the decade of the 1920’s, and 
until the recent surprising re-elec- 
tion of President Truman it seemed 
certain that World War II would 
be followed by a similar reaction. 
Still, the long-run trend appears to 
be towards more regulation, with 
socialism beyond the horizon. 

You may ask, “Will this be such 
a bad future?” Perhaps not, but it 
will be very different. Some will 
like it better; others, not as well. 
You may hasten or delay its coming 
by your behavior and your vote but 
there is little likelihood that you can 
prevent its coming. Judging by our 
experience thus far, people will in 


general have less freedom of action © 


but perhaps more security. But the 
many implications of an increas- 


ingly regulated society cannot be > 


dealt with here. They merit an 
article of their own. 


Cost of Crop Support. Bumper yields this year of grains, cotton, and 


a 


other crops have depressed market prices, in some cases below government 
loan levels, and confront the United States Government with what seems | 
likely to be the greatest test thus far of its program of guaranteed price. 
support. . . . Because of recent changes in the crop and price outlook it | 
now appears that this government liability for loans and purchases may 
become one of very great magnitude and a serious threat to the Federal||} 
budget surplus estimated for this year. 

Under the price support legislation, which was recently extended by) 
Congress with some amendments to the middle of 1950, the Department of'}} 
Agriculture, working through the Commodity Credit Corporation, is directed|}} 
to give mandatory support to the prices of specified crops, plus permissive: 
support to practically all other agricultural commodities. This support is 
given in the form of non-recourse loans or outright purchases when the 
price of any particular commodity approaches or falls below 90 per cent of 
its computed “parity.” “Parity,” in turn, is based upon the relationship i 
some base period between the price farmers receive for that product an 
the prices they pay for goods bought from others. — From the October lettes 
of the National City Bank of New York. 


—— 
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Protecting Life Values in a Business 


Rosert I. MEHR 
Assistant Professor of Economics, University of Illinois 


HE local newspaper carried 
the following story in the 
morning edition: 

James Baxter, age 43, died suddenly 

last night of a heart attack while at- 
tending the local Chamber of Com- 
merce dinner. He is survived by his 
wife, Betty, and a young son, James, 
Jr. At the time of his death, Mr. Bax- 
ter was employed as General Manager 
of the Ajax Company. 
Friends of Mr. Baxter, reading the 
notice at the breakfast table, ex- 
changed the usual comments. “Poor 
Jim!” “I wonder what Betty will 
do.” “Did he have insurance?” 

Yes, Mr. Baxter had life insur- 
ance and Betty and James, Jr., will 
be provided for at least until Jimmy 
reaches maturity. 

Customers, employees, and sup- 
pliers of the Ajax Company, in 
reading the notice, thought: “Too 
bad about Jim.” “What’s going to 
happen to the business?” “I don’t 
see how they will get along without 
him.” “Did he have an interest in 
the company?” “I wonder about 
their credit rating now.” 


Unless the Ajax Company had ° 


planned for the death of James 
Baxter, these questions may be em- 
barrasing for them to answer. 

Suppose the notice in the local 
newspaper had read instead: 

A three alarm fire broke out last 
night in the warehouse of the Ajax 
Company. Mr. Baxter, General Man- 
ager of the Company, who at the time 
was attending a fire prevention ban- 
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quet at the Chamber of Commerce, 
declared that the damage was heavy. 
or 
The city’s crime wave continued last 
night as three unidentified bandits 
broke into the offices of the Ajax 
Company. Mr. Baxter, who was 
reached at the Policeman’s Ball, ex- 
plained that the losses were heavy. 
or 
The court awarded Mrs. J. Clumsy 
Smith $25,000 as a result of a perma- 
nent injury she sustained when she 
fell on the stairway in the Ajax store 
early last year. 


None of these three notices would 
cause anyone worry about the fi- 
nancial position of the Ajax Com- 
pany, for it has long been the 
practice of business units to insure 
against fire, theft, and liability. On 
the contrary, a surprising number 
of businessmen are completely un- 
aware of the uses of life insurance 
in their business. 

The Bureau of Economic and 
Business Research of the Univer- 
sity of Illinois recently interviewed 
580 businessmen in seven midwest- 
ern cities and found that more than 
35 per cent of them had never 
heard of the uses of life insurance 
to facilitate the transfer of business 
interests at death. More than 30 
per cent did not know about key- 
man insurance. Less than 10 per 
cent of the firms queried had life 
insurance for business interest 
liquidation, and less than 28 per 
cent had keyman insurance. 


* local Chamber 
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These 580 businessmen were not 
selected at random from the busi- 
ness population at large but from 
among the most successful and 
stable business units in the com- 
munity, as recommended by the 
of Commerce. In 
other words, only businessmen who 
should have a need for business 
life insurance were interviewed. 
Based on the general business pop- 
ulation, the percentage of business- 
men unaware of the business uses 
of life insurance would, no doubt, 
be even more appalling. 

This is a strange situation, for 
death, as well as property hazards, 
can cause damaging financial losses 
to business units. Most business 
owners or operators would consider 
themselves negligent if they did 
not insure their enterprises against 
property and liability losses. Yet in 
many cases not only do they allow 
death to go uninsured, but do not 
even grant an agent the opportunity 
to explain the business uses for life 
insurance. 

There are several important uses 
for life insurance in a business: 


1. To protect the business against 
the financial loss suffered when a 
key employee dies. The purpose of 
keyman insurance is to protect the 
business against the death of men 
who make it successful. Profits re- 
sulting from superior employees 
are insurable and may be scientifi- 
cally protected through life insur- 
ance. The problems involved in 
keyman insurance are discussed in 
greater detail below. 


2. To salvage the value of a sole 


proprietors business upon the death 
of the owner. The sole proprietor 


has several needs for life insur- 
ance. The law makes no distinction 
between the business property of 
the sole proprietor and his personal 
property. Each is liable to the ex- 
tent of any and all debts against the 
other; hence the first business in- 
surance need of the sole proprietor 
is to protect his general estate 
against the debts of the business. 
This is particularly true if the busi- 
ness has to be liquidated at a forced 
sale. Forced liquidation may reduce 
the value of assets below the value 
of outstanding liabilities, in which 
case the excess liabilities can be 
paid only from the general estate 
unless life insurance proceeds are 
available to pay business debts. 
Perhaps the sole proprietor wishes 
to transfer the business to his heirs. 


tl 


{ 


In this case, he may need life in- | 


surance to provide cash for paying 
the cost of administration and taxes 
so that the business itself will not 
have to be sold to meet these ex- 
penses of estate transfer. Again, a 
cash readjustment fund is often 
necessary to carry the business 
through the unstable period imme- 


diately following the death of the | 


sole proprietor. 


On the other hand, the desir- 


ability of passing the business to | 


heirs is open to question. If they 


are not successful in managing it, | 


they may dissipate the general es- 


tate in an attempt to support it. If) 
- they hire a manager competent 


enough to run it, his compensation 
may leave them only a small share 
of the profits. Consequently, it may 
be desirable to dispose of the busi- 
ness at the death of the proprietor. 

If the sole proprietor himself ar- 


a ee 
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ranges with someone to buy the 
business after his death, the prob- 
lem of sale is simplified. In practice, 
of course, arrangements to buy up- 
on the death of the proprietor are 
usually made with employees. Such 
arrangements not only protect exist- 
ing values, but, by giving able em- 
ployees a proprietary interest, pro- 
vide an added incentive to stay on 
the job and work diligently; thus 
they tend to stabilize employment. 
However, the opportunity to buy is 
one thing; having the money with 
which to buy is another. The ar- 
rangement to sell to an employee — 
or several employees — is of no 
value to either the sole proprietor 
or the employees if there is no as- 
surance that the latter will have 
the money with which to buy when 
the time comes. Business insurance 
on the life of the sole proprietor, 
payable to the buying employees, is 
a sure method of providing funds 
for the purchase of a business. It 
may cover only a down payment, 
with notes on the balance to pro- 
vide a regular income to the heirs. 
A business purchase agreement 
pledging both parties to a sale on 
specified terms or under a given 
formula guarantees not only the 
existing values but their proper dis- 
position. 

3. To prevent loss to surviving 
partners in the event of the death 
of any one partner. Many of the 
problems which arise in connection 
with the death of the sole propri- 
etor also arise upon the death of 
a business partner. There is in addi- 
tion the problem faced by the sur- 
viving partner. He must either re- 
organize the business or liquidate 


it. Liquidation, as we have already 
seen, will be costly both to the heirs 
and to the surviving partner. The 
surviving partner loses not only a 
large part of the capital value of 
his investment by a forced liquida- 
tion but he also loses his business 
— his job—his source of income. 

In case of reorganization, the 
survivors must cope with the wishes 
of the heirs. Unless they have the 
money to buy out the interest of 
the heirs of the deceased partner, 
they may have to accept these heirs, 
or the buyers of their interest, as 
partners. Since a partnership is a 
dangerous form of business organi- 
zation, the surviving partners gen- 
erally prefer to chose their own 
associates. 

The solution to the problem is a 
legally enforceable buy-and-sell 
agreement financed by life insur- 
ance. Each partner enters into an 
agreement with the other partner 
—one to buy, the other to sell the 
interest of the deceased partner up- 
on his death. The basis for arriving 
at the price is set forth in the con- 
tract. The agreement is financed by 
life insurance. Each partner insures 
the life of the other so that money 
will be available to the surviving 
partner to purchase the interests of 
the deceased. 

4. To enable surviving stockhold- 
ers to maintain full control over 
management in a closed corporation 
even after the death of a _ stock- 
holder. Under the closed-corporation 
structure, the business continues 
apart from the stockholders and is 
legally unaffected by the death of 
one of them, but the ownership per- 
sonnel must be as effectively re- 
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organized as in a partnership. In 
most closed corporations, such re- 
organization is usually considered 
undesirable, since the actual rela- 
tionship among the stockholders is 
usually as personal as that among 
partners. In fact, the closed corpo- 
ration is often called “an incorpo- 
rated partnership,” in recognition of 
the personal relationship involved 
among shareholders. 

The closed corporation is closed 
for the reason that the present 
stockholders do not wish to admit 
new stockholders— at least not of 
other than their own choosing. Yet 
the death of one of them automati- 
cally brings in a new, unselected 
member of the firm. The problem 
of the surviving stockholders is, 
therefore, to make sure that a new 
stockholder does not come in auto- 
matically upon the death of an old 
one. 

From the standpoint of a stock- 
holder who may die, there are prob- 
lems inherent in the closed corpora- 
tion. If the survivors do not like 
the heirs of the deceased stock- 


’ holder as business associates, they 


may adopt. methods of handling 
profits that will keep the heirs from 
receiving adequate income from 
their holdings.’ On the other hand, if 
the heirs attempt to sell the stock to 
the survivors, the survivors may re- 
fuse to pay a reasonable price; and 
if an attempt is made to sell to out- 


*It may be obvious in such cases that 
the stockholders are trying to “freeze” 
someone out—force him to sell an 
unprofitable investment —and yet vir- 
tually impossible to prove in court that 
the curtailment of dividends is delib- 
erate. 


siders, there may be no buyers at a 
reasonable price. Unless the owner 
of the stock is an active executive, 
stock in a closed corporation is not 
generally considered a good invest- 
ment but merely, at best, a specula- 
tion. Employee- stockholders may 
elect to pay themselves heavy sal- 
aries or bonuses rather than pay 
dividends. While a minority stock- 
holder can always sue on the ground 
that compensation to employee- 
stockholders is unreasonable and a 
deliberate attempt to deprive him 
of dividends, few investors wish to 
become involved in such complica- 
tions. Hence, there may be no buy- 
ers for the heirs’ stock. 

In short, the desires of the stock- 
holder who would prefer to con- 
tinue the business without the heirs 
of a deceased associate are the same 
as those of the stockholder who 
would prefer that his heirs with- 
draw from the business at a fair 
price and invest the money in a less 
hazardous manner. The basic prob- 
lems are similar to those in the part- 
nership. The basic solution to the 
problem in the case of the closed 
corporation is also the same: a sale 
agreement, with life insurance to 
guarantee the necessary financing.’ 


* The legality of an agreement that the 
holdings of a deceased stockholder will! 
be sold to the survivors or to the cor- 
poration is borne out by a long series 
of decisions, among which are: Coch- 
ran v. Whitby, 264 N.W. 427. Faw- 
cett v. Fawcett, 132 S.E. 796. McKin- 
non v. McKinnon, 56 Fed. 409, Bohn- 
sack v. Detroit Trust, 290 N.W. 367. 
As for the right of a corporation in 
the United States to buy its own stock, 
prohibited in some states, cf. Vol. 14A 
Corpus Juris, p. 275. 
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5. To provide economic security 
for employees. The use of life in- 
surance in industrial relations pro- 
grams is becoming more and more 
widespread, Life insurance may be 
used to give protection to survivors 
of employees who die prematurely. 
Group life insurance programs are 
now quite common. Life insurance 
and group annuities are also used 
to provide retirement benefits for 
employees who reach the age of 65. 

In addition to these primary uses, 
whenever life insurance is employed 
in business, it offers the additional 
advantages of stability and im- 
proved credit facilities, as will pres- 
ently become apparent. 

Although all these uses deserve 
special treatment, space limitations 
allow only one use to be treated in 
detail—the use of life insurance 
to protect the business against the 
financial loss created when a key 
employee dies. 


Keyman Insurance 


There is a common saying to the 
effect that an institution is the 
lengthened shadow of a man. That 
statement holds true for many busi- 
nesses. Even if the business is too 
big to be the shadow of just one 
man, it may be the merged shadow 
of several. Wipe out buildings, 
equipment, and inventories, and 
keyman can rebuild; but destroy 
keymen, and the business is de- 
stroyed. The purpose of keyman 
insurance is to protect the business 
against financial loss resulting from 
the death of a key employee. 


Who Are “Key” Men? 


The keymen in any business are 
those whose loss will cause a serious 
financial setback even though they 
can be replaced eventually. Ex- 
amples of keymen fall into many 
categories: top salesmen, research 
workers, responsible clerks, produc- 
tion managers, top executives, the 
accountant —in short, any employ- 
ees who may be difficult to replace 
or whose replacement will be costly. 
It does not follow, however, that 
every business will have keymen 
for insurance purposes. It is entirely 
possible to find business units with 
no indispensable men, although such 
a situation is rare. 


Determining the Insurable Value 
of a Keyman 


The problem of determining the 
insurable value of a keyman is not 
an easy task. No indisputable for- 
mulae have yet been developed for 
use in measuring the insurable value 
of a key employee. The following, 
however, are a few of the general 
guides used in fixing the amount of 
life insurance to be taken on a key 
employee. 

The amount of the investment in 
a man’s experiments or research is 
one measure of the value of a key- 
iman. Contributions he makes to the 
business which cannot be replaced 
provide another. It is rare, however, 
that a business will have an em- 
ployee whom it cannot replace ; how- 
ever, it may have an employee who 
could be replaced only at a higher 
salary or with an inferior worker. 
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This fact leads to a third method 
of arriving at the insurable value 
of a keyman: cost of replacement. 
The efficiency of a department may 
drop seriously while a new man is 
being trained; or it may be neces- 
sary to pay substantially more for 
a man to fill the job, if he comes 
from outside the firm. 

Many employers do not realize 
how much it would cost to replace 
an employee. A man hired away 
from another organization will be 
giving up the security of a job 
which he knows he can handle. Any 
new job represents a gamble. The 
employee is unlikely to be interested 
unless the gamble is worth the 
while. For instance, Company A 
may need a highly skilled account- 
ant with certain specific experience. 
The salary of $7,500 a year paid to 
the deceased accountant may have 
been considered a fair salary. Com- 
pany B may have exactly the right 
man to fill the vacancy at Company 
A, and Company B may be paying 
him the fair rate of $7,500 a year; 
hence the only way Company A can 
attract this man is by offering him 
the job at a higher salary, perhaps 
$10,000. In that case, $2,500 a year 
will serve as a basis for determin- 
ing the insurable value of Company 
A’s accountant. In this case it could 
well be the present value of $2,500 
a year for the remaining years of 
service from the accountant. 

Cost of training a replacement 
for the job may be another criterion 
of the insurable value of a keyman. 
This will be difficult for most com- 
panies to determine, except in the 
case of highly specialized jobs; but 


it is definitely an added factor in 
the value of a keyman. 

The portion of the company 
profit traceable to the employee or 
executive is another measure of 
keyman value. In most cases, this 
will be impossible to determine with 
any degree of accuracy. If it were 
possible to find out just how much 
the superior ability or long experi- 
ence of a man contributed to the 
earning power of a business, the 
problem of keyman valuation would 
be solved. But only intelligent guess- 
work is possible. 

Thus, when all is said and done, 
an arbitrary estimate is the most 
common method of determining the 
value of a keyman. Although a 
company recognizes that in the 
event of a particular employee’s 
death the business will suffer a 
financial loss, it is either unable or 
unwilling to trace down actual fig- 
ures that will show the true value 
of this employee. Instead, it sets an 
arbitrary value. The process usually 
goes like this: 

The general manager says to the 
president, “You know that fellow 
George. I shudder to think what 
would happen if he died suddenly. 
Last winter when he was out with 
the flu for two weeks, that depart- 
ment was in terrible shape. It must 
have cost us $5,000 in lost time; 
and I know three big, orders that 
were canceled because the depart- 
ment could not figure the estimates 
fast enough without him.” 

“Well,” says the president, “may- 
be he should organize his depart- 
ment a little better.” 

“Perhaps he should,” replies the 
general manager, “but George just 
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isn’t much good at organization. He 
carries everything in his head.” 

“Well,” frowns the president, 
“maybe we should get a new man.” 

“Tt would break us up to train 
him,” complains the general man- 
ager. 

“George isn’t going to live for- 
ever; we'll have to train a new 
man some day.” 

“Maybe we’ll have the money to 
do it, then.” 

“Maybe we won’t, too.” 

“Yes, that’s true. Let’s see, we 
could insure George’s life. Then 
we'd know the money is going to be 
there.” 

“ve heard of worse ideas. What 
would it cost?” 

“T don’t know. It depends on his 
age, I guess—and how much we 
insure him for.” 

“How much should we take out?” 

“T don’t know. $5,000?” 

“Why $5,000?” 

“T don’t know. I guess it would 
cost that to train a new man and 
make up for the lost business and 
mistakes while he was getting 
things in hand.” 

“How much would $5,000 cost?” 

“Well, I took $5,000 about six 
years ago—no, I guess it was 
seven. It costs me $150 a year, I 
think. Of course, I was younger 
than George is now. I guess you 
can get different kinds of policies, 
too. Maybe it would cost $175 or so 
a. year.” 

“Cheap enough, I think. $5,000 
doesn’t sound like much, though. It 
might insult old George to say, 
‘Here, $5,000 is all you’re worth to 
the company.’ How about $10,000, 


if that wouldn’t run more than, say 
$300 a year.” 

“Better be careful. We don’t 
want to make George think he is 
too important.” 

“That’s right. Oh, well, make it 
$7,500. That sounds respectable. It 
won’t insult him, and it shouldn’t 
make him think that he is too es- 
sential. Do you know anybody to 
buy it from?” 

And so the value of a keyman is 
set — which is not meant to imply 
that there are not (1) more scien- 
tific bases to use, and (2) better 
reasons for insuring a man than 
simply the fact he has things in 
such a mess nobody else could do 
his job. The hypothetical conversa- 
tion reported is, nevertheless, the 
basis of valuation of more than one 
keyman. On the problem of valua- 
tion, business insurance has a long 
way yet to yo. 


Collateral Values of Keyman 
Insurance 


Keyman insurance has several 
values which are an automatic by- 
product of its protection of the 
business against the death of a 
valuable employee. 

(1) Cash and loan values are 
constantly available to the business. 
Life insurance policies are good 
collateral for loans, and companies 
are contractually bound to make 
such loans up to the cash values of 
the ‘policy. This source of credit 
may prove helpful in times of tem- 
porary financial stress. 

(2) Keyman insurance aids in 
establishing credit for the business. 
Creditors and lenders are usually 
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more aware of the importance of 
key personnel to the financial stand- 
ing of a business than is the busi- 
ness itself. Many a bank loan has 
been made to a business not be- 
cause of the business itself, but 
because James Baxter was presi- 
dent... or production manager 

. or sales manager. When such 
personnel are insured, creditors and 
lenders may extend larger lines of 
credit and, in many cases, working 
capital can be financed at more at- 
tractive rates. 


(3) Keyman insurance policies 
can be used for stock repurchase 
and employee retirement. When the 
keyman is also a stockholder in a 
closed corporation, the proceeds of 
the policy on his life can be used 
to buy in his stock at his death and 
thus diffuse the ownership among 
the surviving stockholders. When 
the keyman is ready to retire, the 
cash values in the policy that pro- 
tect the business during his life- 
time can be used to finance his re- 
tirement. 


(4) Keyman' insurance permits 
the accumulation of necessary re- 
serves less liable to unmerited criti- 
cism. This is especially important in 
case there are minority stockhold- 
ers not actively employed by the 
business. To them, the accumulation 
of a reserve may often seem a 
means of depriving them of their 
dividends. Minority stockholders 
have distinct rights in law; and 
they have been known to cause a 
business no end of embarrassment 
by threatening or bringing suit 
against officers for alleged attempts 
to accumulate reserves to avoid 
payment of dividends. Such stock- 


holders are less likely, however, to 
look upon the cash values in key- 
man policies as unreasonable ac- 
cumulation of surplus. 


Problems in Keyman Insurance 


Who should own the keyman pol- 
icy? Since the keyman policy is 
protection against loss from the; 
death of an employee, just as a fire’ 
policy is protection against the loss 
of property, it should be applied for, 
owned, and the premiums paid, by 
the company. 

Does the company have an insur- 
able interest in the life of an em- 
ployee? The interest of a company 
in an employee, executive, or other 
person associated with the firm is 
insurable if his death would result 
in a tangible loss. 


Can the policy be continued if the 
employee leaves the firm? Although 
there have been some adverse deci- 
sions on this point, it is usually 
considered that insurable interest 
as of the date of purchase of the 
policy is the governing factor. In 
other words, if the company had an 
insurable interest when it purchased 
the contract, it can collect the pro- 
ceeds even though the employee has 
long since severed all association 
with the firm. 


Are premiums for keyman insur- 
ance deductible from taxable in- 
come as a business expense? No. 


Are proceeds of a keyman policy 
taxable as income to the firm? No, 
with one exception. In case the 
firm has taken over a policy already 
in force on the employee’s life and 
has paid a consideration for the 
values in the policy, the excess 7 
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proceeds over the consideration and 
subsequent premiums paid is tax- 
able income. For instance, A carries 
a $5,000 policy on his own life. It 
has $500 in cash values. The com- 
pany takes over the policy, paying 
A $500, the equivalent of his cash 
values. It pays a $150 annual pre- 
mium for 10 years, and then A 
dies. The consideration paid for the 
cash values, plus subsequent pre- 
miums, totals $2,000. In such a case 
$3,000 will be subject to Federal 
income tax. 

Are proceeds from keyman poli- 
cies subject to death taxes in the 
estate of the insured? No, if he has 
paid no premiums and has no rights 
under the policy. 


The Type of Policy to Use 


Two types of keyman cases can 
be distinguished: (1) those in 
which the insurable value of the 
keyman is largely temporary; (2) 
those in which the value is expected 
to be continuous and/or the policy 
is purchased for collateral uses as 
well as for keyman protection. An 
example of the first is that of an 
employee engaged in important re- 
search, soon to be completed. Typi- 
cal of the second is the case of an 
active executive employee who also 
has a proprietary interest in the 
business. 

The temporary need calls for 
term insurance. Perhaps it will be 
five years before the research 


reaches a point at which others 
could carry it to completion with- 
out serious loss of time. Five-year 
term insurance is definitely indi- 
cated. The precaution should be 
taken to see that it is renewable 
term, for completion of the project 
might turn out to be more than five 
years away. 

Permanent needs call for a form 
of permanent policy. If the sole in- 
terest of the business firm is to pro- 
tect itself at the death of the em- 
ployee, then a continuous-premium, 
whole-life form will prove the most 
suitable. If, however, it should have 
in mind the collateral values of the 
policy-—cash and loan values, or 
the possibility of using the policy 
later for the retirement of the 
employee—then a _ policy with 
a higher reserve will be better 
adapted to the need: limited-pay or 
an endowment at 65. 

Keyman insurance is a legitimate 
business insurance need. Its validity 
arises from the fact that the future 
of any business lies not in its ma- 
chines and inventories but in the 
men who can turn those machines 
and inventories into profits. A 
factory or a store is but a pile of 
brick and steel until men make it 
into a business; and buildings and 
equipment, raw materials and in- 
ventories — all of which every good 
business manager insures carefully 
—often can be replaced more eas- 
ily than can the key employees who 
make that company a going concern. 
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BUSINESS OPPORTUNITIES IN SOUTHERN ILLINOIS 


THE LAST TWO ARTICLES in this issue summarize the findings of two 
surveys of the economic situation in the Crab Orchard Area. These surveys 
were conducted by the University of Illinois in cooperation with Southern 
Illinois, Inc., an organization whose primary objective is to promote eco- 
nomic development of the area. These surveys amply support the thesis that 
opportunities for industry and trade exist in Southern Illinois. 


The first of these articles presents the picture of a labor force eager for ~ 


work. There is a large number of unemployed workers in the area, well 
distributed by occupation among the general laborer, skilled manual worker, 
salesman, and white collar groups. On the whole they are relatively young, 
and many have experience in manufacturing operations. They indicate a 
willingness to take any kind of work, and at reasonable wages. As war- 
industry workers, some of them had been well paid, but the old wage scales 
look low after several rounds of postwar inflation. Except for mining and 
construction, wage rates are generally low throughout the area, so that new 
enterprises can for some time expect to obtain a suitable working force at 
relatively low cost. 

The second article analyzes the shopping habits of Crab Orchard Area 
consumers. It indicates that present retail outlets do not capture a fair share 
of the trade in an area whose population density is high enough to justify 
its being termed a “diffused metropolitan area.” There is a substantial loss 
of trade to stores outside the area and to mail order houses; and within the 
area itself some centers fail to attract the normal share of buyers. These 
facts suggest opportunities for retailers and for development by communities 
of their commercial potentialities. These commercial opportunities, as well 
as the industrial expansion which has already begun, offer the prospect of 
continuing growth of sales and incomes in this area. 

Other important aspects of the resources and opportunities of the Crab 
Orchard Area have been studied by the various state agencies cooperating 
on the “Joint Committee on Southern Illinois.” Several booklets which have 
been prepared under this committee are available without charge from the 
Bureau of Economic and Business Research. The titles are as follows: 


No. 1. Recreational Possibilities in Southern Illinois. 
No. 2. Water Resources in Southern Illinois. 

No. 3. Industrial Possibilities in Southern Illinois. 
No. 4. Forestry in Southern Illinois. 

No. 5. Good Farming in Southern Illinois. 


a Survey of the Crab Orchard 
Lake Labor Market 


Morris A. Horowi1tz* 


Research Associate, Institute of Labor and Industrial Relations, 
University of Illinois 


URING April, 1948, a sample 
D labor market survey was con- 
ducted in the Crab Orchard 
Lake area of Southern Illinois. This 
labor market was taken to include all 
of Franklin and Williamson counties, 
the western half of Saline County, 
the southwestern corner of Hamilton 
County, the eastern half of Jackson 
County, and the southeastern corner 
of Perry County. The study was un- 
dertaken by the Institute of Labor 
and Industrial Relations, University 
of Illinois, at the request of South- 
ern Illinois, Inc., for the purpose of 
investigating the characteristics of 
the population and labor force in the 
45 cities, towns, and villages of 
the area as a guide to industrial 
planning. No data were obtained on 
the rural population and labor force, 
and the findings of the survey, 
therefore, apply only to the urban 
population. 


Summary of Findings 


The survey indicates that approx- 

imately one-half of the population 14 
years of age and over were in the la- 
bor force, i.e., were either employed 
or seeking employment. Over three- 
fourths of this labor force were 
men, and 95 per cent, white. 
* This article is based on a study by 
Morris A. Horowitz and Martha Carl- 
ton, of the Institute of Labor and In- 
dustrial Relations. 


Lada 


The survey revealed a high de- 
gree of attachment to the area. 
Sixty-four per cent of household 
heads were natives of the area; an 
additional 24 per cent had been liv- 
ing in the area for more than 16 
years. Ninety-six per cent of the 
household heads expected to con- 
tinue living in the area and only 3 
per cent definitely expected to leave. 
Seventy-six per cent of the house- 
hold heads reported owning their 
own homes. 

A little more than half of the 
employed workers were engaged in 
craft and manual occupations; the 
remaining workers were divided 
about evenly among the profes- 
sional and managerial occupations, 
clerical and sales jobs, and service 
and miscellaneous work. Coal min- 
ing, the most important single in- 
dustry, employed 31 per cent of all 
employed workers. 

Half of the employed workers re- 
ported weekly earnings of less than 
$58 and half were receiving more 
than that amount. Earnings ranged 
from less than $20 to over $100 per 
week. Twenty-seven per cent of the 
group earned less than $40 per week 
and 28 per cent earned more than 
$80. Mining had the highest aver- 
age weekly earnings ($80-99), fol- 
lowed by construction with an aver- 
age of $70-79. 

Of the estimated 42,000 persons 
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in the labor force 10 per cent were 


unemployed. This unemployment 
rate is 214 times the national aver- 
age and is one reason why the 
region is frequently referred to as 
a depressed area. Of these unem- 
ployed, 73 per cent were men and 
27 per cent were women. The per- 
centage of veterans who were un- 
employed was larger than the aver- 
age for the nonveterans of the area 
—12 per cent against 9 per cent. 
The largest percentage of employed 
persons was in the 35-49 age group, 
whereas the largest percentage of 
unemployed fell in the 21-34 age 
group. 

Forty-two per cent of the unem- 
ployed reported their regular occu- 
pations as craft or manual; of these 
18 per cent were skilled, 12 per cent 
semiskilled, and 12 per cent un- 
skilled. Fifteen per cent placed 
themselves in the general laborer 
category, 13 per cent in clerical and 
sales work, 10 per cent in service 
work, 4 per cent in professional and 
managerial positions, and 10 per 
cent in miscellaneous occupations. 
The remaining 6 per cent of the 
unemployed were new entrants into 
the labor force who had _ never 
worked before. 

For the most part, the unem- 
ployed persons whose regular occu- 
pations were in professions or man- 
agerial positions or in clerical and 
sales work indicated that they were 
seeking similar jobs. Many of the 
skilled and semiskilled craft and 
manual workers, however, reported 
that they were willing to take gen- 
eral laboring work. 

The main reason for the large 
amount of unemployment was lack 


of work; slightly over one-half of 
the unemployed workers gave “laid- 
off” as the reason for leaving their 
last job. Forty per cent of the un- 
employed had been out of work for 
less than 3 months; 24 per cent had 
been jobless for over a year. The 
group with the longest period of 
unemployment was in clerical and 
sales work—more than one-half 
had been unemployed for over a 
year; only 35 per cent had been 
unemployed for less than 3 months. 
In contrast, less than 20 per cent of 
the craft and manual and service 
workers had been unemployed for 
over a year. 

Fifty-one per cent of the unem- 
ployed reported earnings of less 
than $40 per week on their last job; 
27 per cent reported earning $50 
or more. Eleven per cent of the 
group stated that they would accept 
work paying under $20 per week, 
whereas thirty-seven per cent said 
that they would not accept work 
paying less than $40 per week. An 
additional 11 per cent stated that 
they would take the union, or “go- 
ing,” wage. There was a close re- 
lation between the amount of skill 
and the size of the acceptable wage. 

Only 22 per cent of the unem- 
ployed workers had looked for jobs 
outside the area. Most of these 
were in the clerical-sales ~ and 
skilled- craft categories. Ninety - 
eight per cent of the unemployed 
workers were looking for full-time 
work, with about 10 per cent of 
these workers willing to accept 
part-time work. Seventy-one per 
cent had registered with the Illinois 
State Employment Service. 
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Sampling Procedure 


This survey was conducted on the 
basis of house-to-house interview- 
ing in the period April 1-10, 1948. 
Approximately 1,100 households in 
14 communities of the area were 
covered by the survey. The total 
area was composed of 45 com- 
munities. 

The population of the 1,100 
households covered by the survey 
was approximately 5 per cent of the 
total population of the 14 communi- 
ties surveyed. These 14 communities 
were selected, after discussion with 
the directors of the Illinois State 
Employment Service offices, and 
with business, union, and other 
civic leaders in the communities, to 
represent all communities in the 
area. The specific households se- 
lected for interviewing were chosen 
as a sample designed to represent 
the urban area as a whole and not 
individual communities. ° 

The interviewers were not given 


‘any discretion as to the selection of 


dwelling places to be surveyed. The 
selection of the exact dwelling 
places to be surveyed was prede- 
termined before the interviewers 
were sent out into the field, and the 
interviewers were not permitted to 
substitute one dwelling place for 
another even though no one was at 
home at the originally selected 
dwelling place, or there was a re- 
fusal to answer. In all cases in 
which no one was at home at the 
selected dwelling place at least one 
return call was made at a different 
time of the day in order to obtain 
an interview. The actual number of 
dwelling places visited by the inter- 
viewers under the sampling pro- 


cedure was 1,240, from 1;102 of 
which usable interviews were ob- 
tained. 

Interviews were not obtained 
from approximately 7 per cent of 
the 1,240 dwelling places visited, 
because no one was at home when 
the interviewer called the first time 
or when the interviewer called back. 
Interviews were refused at only 2 
per cent of the dwelling places 
visited. No interview was obtained 
from approximately 1 per cent of 
dwelling places because of reasons 
such as death, serious illness in the 
family, or the inability of the 
woman of the house to speak Eng- 
lish. Approximately 1 per cent of 
the interviews obtained were not 
usable because of incomplete data. 


Analysis of the Data 


A. Characteristics of the Popu- 
lation. The over-all composition of 
the population in the area does not 
appear to have changed significantly 
since 1940 with reference to sex 
and race. In 1940, according to‘ the 
United States Census, the popula- 
tion of the area was composed of 
50.5 per cent males and 49.5 per 
cent females. In April, 1948, ac- 
cording to the survey 49 per cent 
were males and 51 per cent were 
females. This decline in the pro- 
portion of males over the eight-year 
period may be attributed in large 
measure to the impact of the war. 
The migration of male workers to 
the war centers and the withdrawal 
of many men from the area by the 
armed forces resulted in a drop of 
the male population. Although most 
of the persons who left the area 
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appear‘to have returned to it, some 
did not. Table 1 shows a percentage 


TABLE 1 


PERCENTAGE DISTRIBUTION OF AREA 
PoruLaTION, BY AGE AND SEX, 


APRIL, 1948 
Age Group Total | Male | Female 
PATA SES Tah siete ecole eos 100 49 51 
Under 14 years........ 23 12 11 
WSEZOSVCATS wiiccls aasts our 8 4 4 
DISSE AV CATB cL elo vce oh 20 9 11 
SSEAOLV COLGE. tounerelstenos 20 10 10 
50-64 years............ 18 9 9 
65 years and over...... 11 5 6 


distribution of the total population 
by age and sex. 

The population of the area is pre- 
dominantly white. The survey indi- 
cates that in April, 1948, the pro- 
portion of whites in the whole 
population of the area was 96 per 
cent and that of negroes was 4 per 
cent. The 1940 Census revealed a 
similar distribution by race — 96.5 
per cent white and 3.5 per cent 
negro. 

As shown in Table 2, 46 per cent 


TABLE 2 
PERCENTAGE DISTRIBUTION OF AREA 
PopuLaTIon 14 YEARS OLD AND OVER, 
BY EMPLOYMENT STATUS 


Employment Status | Total | Male | Female 


Persons 14 years old and 


OVET. Or osetia. save ens 100 100 100 
Working or seeking work] 46 76 19 
Unable to work........ 7 10 4 

: 35 0 67 
8 8 7 
3 5 2 
1 1 1 


of the population 14 years old and 
over were either working or look- 
ing for work. Seven per cent were 
permanently unable or too old to 
work and 3 per cent were retired. 
Of all males 14 years and older, 76 
per cent were working or looking 
for work. Of the female population, 
19 per cent were working or looking; 
for work and 67 per cent were en- 
gaged in keeping house. 

Attachment to the area is an im- 
portant characteristic of the popu- 
lation. Information was secured at 
each residence visited on the length 
of time the head of the household 
had been living in the area. The 
data show that the majority (64 
per cent) of the household heads 
had been living in the area all their 
lives. An additional 24 per cent had 
been living in the area for more 
than 16 years. 

Ninety-six per cent of the house- 
hold heads expected to continue 
living in the area; 3 per cent did 
not expect to stay in the area; and 
1 per cent said they did not know. 
Of the small number of the house- 
hold heads who did expect to leave 
the area, about 35 per cent gave no 
reason for expecting to leave. More 
than 40 per cent gave reasons re- 
lating to jobs, such as “no job here,” 
“not enough money,” “job transfer 
expected,” and “has job elsewhere.” 
Other answers given related tec 
family, health, and other personal 
reasons. 

A very high proportion of the 
families in the area owned thei: 
own homes. Seventy-six per cent o1 
the household heads reported own. 
ing their own homes whereas only) 
23 per cent did not. 
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Of those persons who were re- 
ported as having left the area dur- 
ing the period from 1941 to 1948, 
67 per cent returned to the area and 
29 per cent did not do so. Informa- 
tion on this point was not reported 
for 4 per cent. A much larger pro- 
portion of those who left for the 
armed forces than of those who left 
for jobs returned to the area. 
Eighty-eight per cent of those who 
left for the armed forces returned, 
whereas only 45 per cent of those 
who went away to jobs came back 
to the area. 

B. General Characteristics of the 
Labor Force. The labor force may 
be defined as that part of the popu- 
lation 14 years of age and over 
which is engaged in economic pur- 


suits, i.e., all persons at work or 


holding a job for pay and those 
without jobs who are seeking work. 
While in the United States as a 
whole the labor force in March, 
1948, represented about 45 per cent 
of the total population, in the Crab 
Orchard Lake area the labor force 
of the urban population represented 
35 per cent of the total urban popu- 
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lation. This difference may be ac- 
counted for partly by the large pro- 
portion of older people living in the 
area who are not part of the labor 
force. Also, where widespread un- 
employment exists, unemployed per- 
sons may stop looking for jobs on 
the assumption that jobs are not 
available, and they therefore are 
not included in the labor force. In 
the whole country only 4 per cent 
of the labor force were unemployed 
as of March, 1948; in the Crab 
Orchard Lake area 10 per cent of 
the labor force, or 214 times the 
national average, were unemployed. 

Over 75 per cent of the labor 
force was composed of males and 
only 22 per cent were females. Of 
those persons who were working, 
79 per cent were males; 27 per cent 
of the total unemployed were fe- 
males. Table 3 shows a percentage 
distribution of the employed and 
unemployed by age and sex. 

The proportion of negroes in the 
labor force was larger than that in 
the total population; 5 per cent of 
the labor force were negroes, com- 
pared with 4 per cent of the total 


~ 


TABLE 3 


PERCENTAGE DISTRIBUTION OF EMPLOYED AND UNEMPLOYED WORKERS IN AREA 
PoPpuLATION BY AGE AND SEX 


Labor Force Employed Unemployed 
Age Group 
Total | Male | Female | Total | Male | Female | Total | Male | Female 

Persons 14 years old and over | 100 78 ae 100 79 21 100 73 2 
TAPZO VOALB sve cen cave vices 6 3 5) 5 2 5) 20 15 5 
21-34 veiee ts OOO COTE 30 23 7 30 23 7 35 23 12 
AAG YCALG en r+ wieicis ge teen me 34 27 if 35 28 7 24 18 6 
BOAGA IV CALE i dy av fs a cleo ol eleiers 25 21 4 25 22 3 19 15 ‘ 
65 years and over.......... 5 4 1 5 4 1 2 2 
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population. Of all negroes in the 
labor force, 21 per cent were un- 
employed, as compared with 9 per 
cent unemployed among the whites. 

Veterans of World War II rep- 
resented 23 per cent of the labor 
force of the area. The proportion 
of veterans who were unemployed 
was larger than the average for the 
whole labor force 12 per cent of 
the veterans were unemployed and 
looking for work, compared with 10 
per cent of the total labor force. 

C. Work Characteristics of the 
Labor Force. In addition to the 
general descriptive data on the 
labor force, discussed previously, 
data were also obtained on specific 
work characteristics. Members of 
the labor force were grouped as to 
occupation on the basis of classifi- 
cations conforming as closely as 
possible with those in the Diction- 
ary of Occupational Titles, pub- 
lished by the United States Em- 
ployment Service. 

1, Employed workers. A little 
more than half of the employed 
workers were engaged in craft and 
manual occupations with 24 per 
cent in semiskilled jobs, 20 per cent 
in skilled jobs, and 12 per cent do- 
ing unskilled work. The remaining 
workers were divided about evenly 
among the professional and man- 
agerial occupations, clerical and 
sales jobs, and service and miscel- 
laneous jobs. 

As earlier noted, coal mining is 
the most important single industry 
in the area. Approximately 63 per 
cent of the workers in unskilled oc- 
cupations in the area were em- 
ployed in the mines as laborers or 


at other unskilled work. Of the 
semiskilled workers in the area, 44 
per cent were employed in mining 
occupations, such as driller, load- 
ing machine operator, mechanic’s 
helper, track layer, and motorman. 
Forty-one per cent of the skilled 
workers were in mining occupa- 
tions, such as mine foreman, cutting 
machine operator, shot firemari, 
timberman, and repairman. 

The great majority of the em- 
ployed workers (84 per cent) were 
engaged in nonmanufacturing 1in- 
dustries, with mining most impor- 
tant. Thirty-one per cent of the to- 
tal number of workers were em- 
ployed in mining; service industries 
(domestic, personal, repair, medica 
and health, education) employed 15 
per cent; wholesale and retail trade 
15 per cent; transportation, com. 
munication, and public utilities, 1( 
per cent; and all manufacturing, 1: 
per cent. Of the manufacturing in. 
dustries, the most important wer 
leather and leather products (pri 
marily shoes); food products; ap 
parel; and machinery (including 
electrical machinery). These fou 
manufacturing industries togethe 
accounted for about 4 of every | 
manufacturing workers, reflectin: 
the relatively limited diversity i 
manufacturing activity in the area 

Data on weekly earnings as re 
ported for employed workers cov 
ered by the survey show a media 
of approximately $58 for the are 
The spread in earnings was fairl 
large, ranging from less than $20 t 
over $100. About one in every fou 
workers earned less than $40 pe 
week, and 28 per cent made ove 
$80. The following tabulation show 
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a distribution of the workers in the 
area by weekly earnings. 


Percentage 
Weekly Earnings _ of Workers 
Winder S20.) ee es. eer: A 
S20 Ke O heures Aaa wie city 10 
RACK) SES) See ee a ne ea 13 
oN) SV ee ae eee ee Wy 
OSSTOE IS aaa ee 12 
iG) EGO Ree See 10 
SOs Obie tse en on. (lat 
SSS SOOM teen a te 18 
p1OOrandiovers:.6 428 2. . os 10 


Weekly earnings were also com- 
puted on an _ occupational - group 
basis, with the levels of earnings 
in the various occupational groups 


showing considerable variation. 
Employees in the three groups of 
industrial | occupations (skilled, 


semiskilled, and unskilled) reported 
the highest earnings, with half the 
skilled workers earning $80 or 
more. One-third of the semiskilled 
workers reporting earnings at that 
level, with the largest number re- 
ceiving. earnings from $80 to $99. 
Among the unskilled workers, one 
of every six earned $80 or more; 
those who earned from $70 to $79 
formed the largest group. The rela- 
tively high wages among unskilled 
workers are in large part due to 
the predominance of mine laborers 
in this group. Approximately two- 
thirds of those classed as unskilled 
labor were mine workers, whose 
weekly pay represented relatively 
high daily rates and in addition 
usually included high overtime earn- 
ings. Professional and managerial 
employees also reported compara- 
tively high earnings, with 25 per 
cent earning $80 or more a week. 
In contrast, more than half the em- 


ployees in clerical and sales jobs 
earned less than $40, and 3 of every 
5 workers in the service occupa- 
tions reported earnings of less than 
$30. 

Data on earnings in the different 
industries in the area show that 
average weekly earnings in mining 
— $80 to $99-—were higher than 
those in any other industry; con- 
struction was second, with average 
earnings of from $70 to $79. Low- 
est weekly earnings were reported 
for the apparel industry, in which 
the median interval was from $20 
to $29. A median interval of $30 to 
$39 was reported for four industry 
groups — machinery manufacturing, 
wholesale and retail trade, “finance, 
insurance and real estate,’ and 
services. The accompanying tabula- 
tion summarizes weekly earnings by 
industry group. 


Median 
Interval of 
Industry Group Weekly 
Nonmanufacturing: Earnings 
IN GTibbavers cugtebiaies oc Lae $80 - 99 
Constructions. soe $70 - 79 


Wholesale and retail trade.. $30 - 39 
Finance, insurance, and real 


Transportation, communi- 
cation, and public utilities $50 - 59 


SOrvices™ o.cics brow oh Sowa $30 - 39 
Government....... Sc oar ae $40 - 49 
Manufacturing: 
(Np parelecr. cups c ye areas $20 - 29 
Leather and leather 
prodiuctsorsc.cter «aes $40 - 49 
Bloodsprodiucts si... sea $50 - 59 
Machinery ae nrc trac -rrcr: $30 - 39 
Other manufacturing...... $40 - 49 
MiscellameOusii rs wc teeters vir te $40 - 49 


For the mining industry weekly 
earnings were also tabulated by oc- 
cupational groups. Fifteen per cent 
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of the workers in the industry did 
not report earnings. Of the re- 
mainder, 94 per cent of the skilled 
workers, 90 per cent of the profes- 
sional and managerial workers, and 
68 per cent of the semiskilled work- 
ers reported earnings of more than 
$80 per week. Only 6 per cent of 
the semiskilled and 21 per cent of 
the unskilled earned less than $60 
a week. 

Earnings of women workers, tab- 
ulated separately, were considerably 
lower than the earnings of all work- 
ers. This relationship is to be ex- 
pected, in view of the low earnings 
reported for clerical and sales jobs, 
and for service jobs, both repre- 
senting occupations in which women 
are commonly employed. In addi- 
tion, the high earnings in mining 
would almost entirely exclude 
women. A percentage distribution 
of employed women by their earn- 
ings follows: 


Percentage 

Weekly Earnings of Workers 
Under S20 229-5, cet cuteness wal 
A SPA ORAL OAS tts oe ae em eer eee Sy 
iS Oise Oe aie eoain tty Rees 24 
AO eEd ON Mrs atte tat 12 
S5Ovand OVERS e mice 6 


The length of time workers had 
held their present jobs also varied 
among the several occupational 
groups, although it showed much 
greater uniformity than reported 
earnings did. More than a third of 
the workers in the industrial groups, 
as well as in the professional and 
managerial groups, about 25 per 
cent of those in clerical and sales 
jobs, and about 1 of every 6 service 
workers reported 9 or more years 
on their present jobs. 


Only 15 per cent of the employed 
workers stated that they were not 
satisfied with their present jobs. For 
semiskilled and service occupations~ 
the smallest proportions satisfied 
with their jobs were reported — 77 
per cent and 76 per cent respec- 
tively, whereas 93 per cent of the 
professional and managerial work- 
ers were satisfied with theirs! 
Among the reasons for dissatisfac- 
tion, not enough pay was reported 
most frequently, with dislike of the 
work next in importance. Other 
reasons included irregular work, too 
long hours, and danger on the job. 
About 3 of every 7 workers dis- 
satisfied with their jobs said that 
they were looking for other jobs. 
Three per cent of those satisfied 
with their jobs were also reported 
as looking for other jobs. 

The majority of the employed 
workers lived close to their jobs, 
with two-thirds of them traveling 3 
miles or less daily each way, and 
2 out of 5 traveling less than a 
mile. Almost 14 per cent, however, 
traveled 10 miles or more a day 
each way to work. 


2. Unemployed workers. Informa- 
tion was requested of the unem- 
ployed members of the labor force 
as to their “regular” occupation 
and the kind of work they were cur- 
rently looking for. These data were 
classified separately by the several 
major occupational groups. The dif- 
ferences between the two sets of 
data indicate that some workers 
are willing to, or wish to, change 
their occupation. On the basis of 
regular occupation, the smallest 
proportion of unemployed workers 
—4 per cent of the total — were 
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in the professional and managerial 
group; service workers accounted 
for 10 per cent; clerical and sales 
workers for 13 per cent; and craft 
and manual workers for slightly 
more than 40 per cent, nearly half 
of whom were skilled workers. Six 
per cent of the unemployed were 
new entrants into the labor force, 
who had never worked before. 

Viewed in terms of the kind of 
jobs they were looking for, the un- 
employed workers presented a dif- 
ferent picture. Although the pro- 
portion looking for professional and 
managerial jobs, and clerical and 
sales jobs, varied but slightly from 
the proportion reported under reg- 
ular occupation, other classifications 
showed marked differences. The 
percentages of workers looking for 
service jobs and for craft and man- 
ual work were smaller — only 5 per 
cent were looking for service jobs, 
and 24 per cent for craft and man- 
ual jobs. In contrast, 33 per cent 
reported they were looking for 
“general laboring jobs” or “any 
kind of work’’—more than twice 
the percentage that reported “gen- 
eral laborer” as their regular occu- 
pation. 

These facts indicate that about a 
third of the unemployed workers 
whose regular jobs were in skilled 
occupations and about half of the 
unemployed whose regular work 
was semiskilled were looking for 
general laboring jobs. The implica- 
tion is that many skilled and semi- 
skilled workers were looking for 
general laboring work because no 
other work was available. A num- 
ber of unemployed workers re- 
ported in their interviews that they 


were looking for “any kind of 
work.” 

Examination of the industries in 
which the unemployed workers had 
been employed shows that only 50 
per cent of these workers had been 
engaged in nonmanufacturing ac- 
tivities, compared with 84 per cent 
of the total employment of the 
area in nonmanufacturing indus- 
tries. On the other hand, one-third 
of the unemployed had been en- 
gaged in manufacturing industries, 
which employed only 13 per cent of 
the currently employed workers. 
These figures reflect the decline in 
manufacturing employment in the 
area which followed the closing 
down of many war production op- 
erations. The length of time the 
unemployed workers had been out 
of work varied from less than one 
month to more than a year, with 
one in four workers reporting un- 
employment of a month or less and 
another 25 per cent reporting they 
had been out of work for over a 
year. Almost half of the workers 
reported more than four months of 
unemployment. The unemployment 
which has lasted for over a year 
may represent in many cases the 
loss of jobs by war workers whom 
civilian industry had not been able 
to re-employ. 

Within the occupational groups 
there was considerable variation in 
the length of time the workers had 
been out of work. Approximately 
half of the service workers had 
been out of work less than a month, 
and a third for more than six 
months; 2 out of 5 unskilled work- 
ers reported that they had been un- 
employed for less than a month and 
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a third had been without jobs for 
more than six months. In contrast, 
more than half of the clerical and 
sales workers had been unemployed 
for more than a year, almost a third 
had been unemployed for two 
months, and none had been out of 
work for less than one month. 

The length of time the unem- 
ployed workers had held their last 
jobs ranged from a few weeks to 
several years. One in every four of 
those who reported this information 
had worked on his last job for more 
than three years; more than a 
fourth, however, had held their jobs 
less than six months. A comparison 
of the data for unemployed work- 
ers with the length of time em- 
ployed workers had been working 
in their present jobs shows that the 
unemployed workers had a much 
larger proportion in_ relatively 
short-term jobs. 

The majority of the unemployed 
workers—51 per cent—gave “laid- 
off” as the reason for leaving their 
last job. Of the remaining number 
who reported other reasons for sep- 
aration, about one in five left be- 
cause of family responsibilities, and 
a little more than 10 per cent went 
into the armed forces. The reasons 
given by the remainder included 
lack of housing, poor transporta- 
tion, and unsatisfactory working 
conditions. A few reported that they 
had been fired. 

Weekly earnings of unemployed 
workers on their last jobs, and also 
the lowest wage which they con- 
sidered acceptable for prospective 
employment, were considerably 
ower than the weekly earnings re- 
ported by employed workers. The 


lowest wages which would be ac- 
cepted for new employment by the 
unemployed coincided 
general with earnings on the last 


job. Of the employed workers only — 
27 per cent earned less than $40 a 
week. Fifty-two per cent of the un- — 


employed workers said they would 


accept less than $40 a week, and 51, 
per cent reported earnings of less! 


than that amount on their last job. 
However, slightly less than a fourth 
of the workers reported earning 
less than $30 a week, and a third 
said they would accept less than 


$30. Eleven per cent reported that | 
the “union,” or “going,” wage was | 


the lowest that they would accept. 


Data on the lowest wage accept- — 


able were also tabulated according 
to the kind of work the individual 
was looking for. Ten per cent of 
those looking for skilled work re- 
ported that they would not accept 
jobs paying less than $50 a week. 
Less than $30 a week, however, 
would be accepted by 91 per cent of 


those looking for service work; 42 | 


per cent of those seeking unskilled 


jobs would accept a wage of less | 


than $40 a week; and only 10 per 
cent of those seeking semiskilled 
jobs and 12 per cent of those seek- 
ing clerical and sales jobs asked for 
wages above $50 a week. 

In addition to the kind of work 
the unemployed workers were look- 
ing for, and the wages they would 
accept, information was also ob- 
tained on whether they were look- 
ing for work outside the Crab 
Orchard Lake area. Of the total, 
over three-fourths of the workers 
had looked for work wholly within 
the area. None of the semiskilled 


closely in — 


| 
| 


. 


} 
/ 
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group and none of the service group 
had looked elsewhere for work. 
Forty-six per cent of those looking 
for clerical and sales jobs had 
looked outside the area, as had al- 
most a third of those seeking skilled 


work. Of those looking elsewhere, 


approximately a third had looked in 
other areas of Illinois and a like 
proportion in other middle western 
states. 

Ninety-eight per cent of the un- 
employed workers were looking for 


cent of those workers were willing 
to accept part-time work. Seventy- 
one per cent of all unemployed 
workers had registered with the 
Illinois State Employment Service. 
The extent of registration varied 
widely among the occupational 
groups, with 100 per cent of those 
seeking skilled jobs, 87 per cent of 
those seeking unskilled jobs, 65 per 
cent of those seeking clerical and 
sales work, and only 30 per cent of 
those seeking semiskilled jobs reg- 


full-time work, and about 10 per istered. 


Commercial Bank Responsibility. It is the unique power of the commer- 
cial banking system to create funds that sets it apart from other financial 
institutions. However, this power also carries with it the responsibility for 
maintaining an equitable balance between the supply of money and goods and 
the flow of income and expenditure. In determining the difterence between 
the amount of money and credit in existence and the amount needed to 
bring forth optimum output of goods and services, and providing for this 
difference, the commercial banking system makes its major contribution 
to the economy.— From Monthly Review (Federal Reserve Bank of St. 
Louis) October 1, 1948. 


The International Monetary Fund. International payments are an inter- 
national responsibility. If the whole world economy is disordered, it will be 
impossible for some countries to restore their payments in a way that will 
assure them a tolerable level of imports. This international responsibility, 
in which all countries share, has been generally recognized. It has been 
recognized in a concrete way by the aid that the Western Hemisphere 
countries have given to other regions of the world. It has been recognized 
by the aid that the European countries have given to each other and to some 
countries overseas. In truth, there are few countries which have not, directly 
or indirectly, put at the disposal of those with whom they trade, at one time 
or another, the facilities within their capacity, however modest. This has 
made it possible to continue essential trade while steps are being taken to 
restore a balanced world economy.— Camille Gutt, in his Third Annual 
Report to the Board of Governors of the Fund, September 28, 1948. 


Consumer Buying Habits in the 
Crab Orchard Area 


Davip J. Luck 
Assistant Professor of Marketing, University of Illinois 


HERE has been widespread in- 
| terest in where and why con- 
sumers do their purchasing, by 
both marketing scholars and busi- 
nessmen. In response to this inter- 
est, several studies have been car- 
ried out during the past few years 
at the University of Illinois, under 
the leadership of Professor P. D. 
Converse. Consumers’ actual shop- 
ping practices in a number of Ilh- 
nois communities and rural areas 
have been determined in surveys, 
and the theory of trading area 
boundaries has been refined. 

One of the most recent of these 
surveys was made during the last 
week of March, 1948, in the Crab 
Orchard Area of southern Illinois. 
Under the sponsorship of Southern 
Illinois, Inc. (an organization pro- 
moting the economic improvement 
of that area), the survey was con- 
ducted by the Bureau of Economic 
and Business Research. In 22 cities 
and towns of that area, 1,180 house- 
holds were personally interviewed 
regarding their place of purchasing 
twenty goods or services, and re- 
lated facts were obtained. 

Although the methods employed 
in this survey were similar to those 
in previous surveys published by 
this Bureau,’ there are novel as- 


*P. D. Converse, Consumer Buying 
Habits in Selected South Central Ilh- 
nois Communities, Business Studies 
No. 6. 
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pects of this survey which merit 
special discussion. Detailed findings 
will be published in a separate vol-! 
ume, but a summary will be pre-_ 
sented and certain aspects will be 
discussed in this article. 


The Crab Orchard Area 


A map of the area of the survey 
appears on the following page. The 
term “Crab Orchard” has in recent 
years been applied to an area lying 
north of Crab Orchard Lake. The 
boundaries of this area have not 
been defined, but within the shaded 
boundary on the accompanying map 
there is situated a homogeneous 
area which for the present purpose 
will be considered the “Crab Or-) 
chard Area.” It is principally a coal- | 
mining area which has faced eco-| 
nomic difficulties and a gradual 
population decline during most of 
the past 25 years. 

The Crab Orchard Area has beet 
one of the principal population) 
centers of Illinois outside Chicago. | 
It covers an area about the average: 
size of one county. When its 1940) 
population is compared with that of! 
all the Illinois counties, one finds} 
only four counties with larger popu-+ 
lations. Its importance population-; 
wise probably is not widely realized. 


*David J. Luck, Consumer Buying) 
Habits in the Crab Orchard Area. 
Business Studies No. 8. 
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From a marketing viewpoint, the 
distribution of the area’s population 
is perhaps its most remarkable fea- 
ture. Although it contains slightly 
above 150,000 residents, this small 
area has only one city with over 
10,000 population (West Frankfort, 
12,383). It may be described as a 
“dispersed metropolitan area,” for 
its population is 73>per cent urban 
and lives chiefly in the many small 
towns which dot the countryside. 
Hence, although its population 
might support a fairly large retail- 
ing center, it has no one city large 
enough to dominate. 

Most residents have their choice 
of shopping centers in various 
small cities within 5 to 15 miles 
radius. As motor bus schedules are 
infrequent on most routes in the 
area, the shoppers tend to go by 
automobile, which fact gives them 
flexible choice of any city, and 
there are no natural barriers of 
mountains, bodies of water, etc., as 
obstructions. 

Since none of the cities are large, 
none have the large department and 
fashion stores which draw trade to 
a metropolis. Yet the area is re- 
mote from big city competition, as 
the nearest city is St. Louis, 90 
miles or more from most of the 
residents. These two conflicting 
factors raise the question of how 
much trade is lost to stores or mail- 
order firms outside the area. 


The Survey 


The accompanying map shows 
the places selected for the survey. 
The 7 largest places in the area 
were included (populations ranging 
from 7,372 to 12,383) because of 


the probability that they are the 
primary trading centers, the places 
which draw shopping trade from 
the smaller towns. The other 15 
places include 5 with population be- 
tween 2,900 and 5,400, and 10 places, 
of less than 1,100; these were se- 
lected as strategic locations to in-, 
dicate the trading patterns Mee 
the area. 

The shopping habits were meas-. 
ured by asking consumers the last, 
place in which they purchased vari-. 
ous items of merchandise or serv-: 
ices (if they do purchase them at: 
all). These may be placed in 3) 
groups: 

1. “Fashion goods’ — (a) women’s: 
fashion goods (coat, good dress, hat,, 
and shoes), (b) men’s fashion goods: 
(coat or suit, dress shirts, and shoes),, 
(c) home furnishings (furniture, rug: 
or carpet, curtains or drapes). 

2. “Service goods’— (a) automo-: 
bile, (b) electric refrigerator, and’ 
(c) radio. 

3. “Other purchases” — (a) 
jewelry, (b) watch repair, (c) auto: 
tire, (d) children’s play clothes, 
(e) men’s work clothes, (f) hard- 
ware, and (g) beauty shop. 
The “fashion goods” comprise those 
for which there is the strongest 
tendency for consumers to buy out 
of town. The following analysis 
will deal chiefly with fashion goods, 
although some findings on other 
items will be given later in the 
article. 


good! 


Buying Outside the Area 


In the aggregate, of all the fash: 
ion goods purchases reported 21.1 
per cent were made outside the 
area. However, part of these were 
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made by residents who live near the 
edge of the area in the trading 
centers located just outside, such as 
Mt. Vernon and Anna, shown on 
the map. As these purchases were 
found to be within the natural trad- 
ing area of these centers, they 
should be eliminated, with 14.2 -per 
cent of the area’s fashion goods 
purchases made beyond the area 
and neighboring towns. This is 
composed of: mail order 5.0 per 
cent and distant cities 9.2 per cent, 
of which all but 1 per cent goes to 
Sie Loris, 2 . 

Is this an excessive volume of 
trade for the area to lose, or are its 
retailing centers retaining a fair pro- 
portion within the area? This ques- 
tion cannot be answered with any 
confidence, for there are no data 
available on a comparable area, if 
indeed such an area exists. Com- 
parison might be made with Rock- 
ford, Illinois, which had a 1940 
population of 84,637 (metropolitan 
area, 105,000) and is 85 miles from 
Chicago with more direct and faster 
rail service to that city than the 
Crab Orchard Area has to St. Louis. 
Rockford loses only 7.5 per cent of 
its fashion goods purchases to any 
place outside its city limits, and 
only 4.8 per cent of this goes to 
Chicago. By this comparison, the 
Crab Orchard Area loses nearly 
twice the proportion of fashion 
goods purchases of its residents as 
does Rockford, although access to 
St. Louis is less convenient. An ob- 
vious retort to this is that a city of 
Rockford’s size supports larger 
stores than can places of 12,000 and 
fewer. However, the merchants of 
the Crab Orchard Area, with its 


larger population, might obtain an 
equally large share of their area’s 
fashion goods purchasing if the 
shopping facilities and merchandise 
were equally as adequate as those 
of Rockford. The size and buying 
power of the area appear to justify 
the development of such facilities. 

The mail-order buying of the 
area may be compared with findings 
of other surveys in Illinois. For 
Rockford this type accounted for 
only 0.5 per cent of fashion goods 
purchases, but a small percentage 
would be expected in a large indus- 
trial center. Findings for smaller 
cities, however, also show lower 
proportions of mail-order buying 
than the 5 per cent in the Crab 
Orchard Area. For example, Shel- 
byville, in central Illinois, buys only 
2 per cent by maii and even small 
villages rarely buy as much as 5 per 
cent. 

The buying of fashion goods out- 
side the area varied among the 
three groups of fashion goods. For 
purchases in distant cities, women’s 
fashion goods had a somewhat 
higher proportion (11 per cent) 
than men’s fashion goods and home 
furnishings (8 per cent each). In 
mail-order buying, home furnish- 
ings (8 per cent) ranked much 
higher than the other two groups 
(3 per cent each). 

These figures do not bring out 
the full significance of out-of-the- 
area buying. It is the more prosper- 
ous persons and those in the larger 
towns who make the most extensive 
purchases of fashion and other 
goods in the distant large cities. 
The persons interviewed were di- 
vided into three groups by income: 
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Group 1— over $4,200 a year fam- 
ily income; Group 2— $2,500 to 
$4,200; Group 3—less than $2,500. 
Among the residents of the 7 trad- 
ing centers of the area, the follow- 
ing proportions of fashion goods 
were found to have been bought in 
St. Louis: Group 1,.16.7 per cent; 
Group 2, 5.3 per cent; and Group 3, 
5.9 per cent. In the.smaller towns, 
the differences were less pro- 
nounced: Group 1, 10.7 per cent; 
Group 2, 8.0 per cent; and Group 3, 
5.6 per cent. When it is considered 
that the weighted average income 
for Group 1 is somewhat over three 
times that for Group 3, the im- 
portance of Group 1 customers to 
the area merchants is obvious. 

As mail-order purchases to a 
large extent represent the buying of 
persons who are farthest from 
stores or who cannot afford to 
travel to a distant city for fashion 
goods shopping, we would expect 
the small towns and the price-con- 
scious families to do the most buy- 
ing in this manner. In the trading 
centers the proportions of mail- 
order fashion goods _ purchases 
were: Group 1, 2.6 per cent; Group 
2, 5.5 petecent; and Group.3, 10.8 
per cent. 


The Law of Retail Gravitation 


There are a number of factors 
which affect the volume of trade 
which a primary trading center at- 
tracts to its stores. The most im- 
portant of these are: (1) its rela- 
tive size as compared with rival 
trading centers (for generally the 
larger cities have the more attrac- 
tive stores), and (2) its relative 
distance from consumers as com- 


pared with the rival centers. Ob- 
stacles to the movement of traffic, © 
such as mountains, toll bridges, con-_ 
gested roads, etc., could have im- — 
portant effects too, but these do not 

exist in the Crab Orchard Area. 

There also are other factors which 

may affect the volume of trade 

drawn to a city; these are its quali-, 

ties as a shopping center — the’ 
number, size, and character of its 

stores, parking conditions, variety 

and types of merchandise carried, 

prices, and all the other elements 
which determine whether it is a 

“good place to shop.” 

The principle that the volume of 
trade attracted varies with the sizes 
and distances of rival trading cen- 
ters has been expressed in a formula 
known as “the law of retail gravita- 
tion.” It is that the relative volume 
of trade which two such centers 
will draw from an intermediate 
point tends to be divided on this 
basis: in direct relation to the rela- | 
tive populations of the two centers | 
and in inverse relation to the) 
squares of their distances from the 
intermediate point. This theory was. 
analyzed in a previous issue of| 
Opinion and Comment, and in a 
series of surveys in central Illinois 
towns was found to have a high) 
degree of correlation (+.88) with) 
the actual shopping pattern. 

When the law of retail gravita- 
tion is applied to the Crab Orchard | 
Area, it faces a stricter test. When} 
trading centers are located close to) 
one another, not merely distance 
—— ee | 


*P. D. Converse, “A New Application} 
of the Law of Retail Gravitation,”’ 


Opinion and Comment, August 25,. 
1947, p. 44. ! 
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and size apply, but their qualities 


as trading centers become prom- 
inent factors. In testing this law by 
comparing its theoretical division 
of trade with actual fashion goods 
shopping in this area, using 40 
cases, the correlation is somewhat 
less than the +.88 mentioned above. 
However, it shows a correlation of 
+.83, which is rather high and 
means that even in this area most 
of the division of trade among the 
cities is accounted for by these two 
factors. 

This deviation of the actual from 
the theoretical division of shoppers’ 
patronage has practical use. It indi- 
cates the extent to which the rela- 
tive success or inferiority of a 
trading center is due to its being 
more or less attractive than is 
normal for a place of its size, 
rather than to such important but 


incidental factors as the city’s pop- 


ulation and its location. A summary 
will be given of the findings of this 
analysis of the 7 Crab Orchard 
Area primary trading centers. 


Primary Trading Centers 


When the law of retail gravita- 
tion, therefore, is applied to these 
trading centers one sees whether, 
regardless of the absolute volume 
of trade they attract, their shares 
are as large as one would expect 
for their respective sizes and dis- 
tances from various points interme- 
diate between them. In the survey 
data a general tendency was found 
for the larger towns to have the 
most business. What each city 
would like to know is this: is it 
attracting as much trade as it 
should for its size and location? 


The use of this sort of analysis 
can be demonstrated in an elemen- 
tary form hy determining in how 
many cases a given trading center 
actually obtains more (or less) 
trade from various points. Thus, 
cities A and B can be compared re- 
garding the theoretical proportions 
in which they divide trade drawn 
from an intermediate point and the 
actual trade they draw from that 
point. If city B actually draws more 
trade than one would expect on the 
basis of the law of retail gravita- 
tion, as compared with A, then B is 
more successful, for its size, than is 
A in attracting this trade. When 
a large number of these compari- 
sons are made, one can gauge the 
relative success of rival trading 
centers by the extent to which they 
“win” in these comparisons. 

The following figures indicate 
how the 7 trading centers in the 
Crab Orchard Area fare in such 


comparisons: 
Points at which Points at which 


actual volume less than theo- 
exceeded theo- _ retical share 


Trading retical volume was obtained 

center COMPARISONS COMPARISONS 
Hlennincs.. ate 11 1 
Carbondaleseecem. 7 6 
Du@toinkaes sae 4 4 
West Frankfort... 7 8 
Murphysboro..... 4 5 
IBentone niente 2 3 
Manion i nermeter 1 ii 


The “other factors” which cause 
trade in some of these cities to fall 
below the amount they should draw, 
relative to other trading centers, 
probably vary and are not apparent. 
One factor which might be ex- 
pected to draw trade to a town is 
its being a county seat. Yet among 
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these 7 trading centers Murphys- 
boro, Benton, and Marion, which 
are county seats, seem to draw rela- 
tively less fashion goods shopping 
than the others. This may, however, 
be an exceptional situation which 
cannot be generalized. 


What Is Bought Out of Town? 


Including numerous communities 
of various sizes, the findings of this 
survey offer an opportunity to an- 
alyze the tendencies of residents of 
various sizes of towns to buy par- 
ticular types of goods or services 
out of town. Table 1 covers the 
three groups of fashion goods. The 
places are listed in order of popula- 


TABLE 
HoME-TOWN PURCHASES 


COMMENT 


7 


tion to show how the proportion of 
such goods bought in the home 
town declines as size of town de- 
creases. 

It will be observed that of these 


three types of goods, those for. 


women, who are most fashion-con- 
scious, tend to be the most often 
bought out of town, although a few 


places (notably Christopher) seem . 
to retain more of this trade than. 


would be expected from their size. 
In the group of 10 towns with less 


than 1,100 population, there evi- | 


dently are no outlets for women’s 


wear, whereas a small proportion 
of the men buy shirts or shoes 
there. In the two places of about 


1 
oF FasHIon Goops 


(As percentages of total purchases of fashion goods) 


Percentage of Purchases in Home Town 
Population 
Hoare Tova (1940) Women’s Men's H 
fashion fashion f hit 
goods goods Uns uin ss 
Wrest Brankfortac jie secivatsins oncts 0 ooo eee 12,383 88 86 89 
RLS rreitr Fest erties oie enh Oo oxersner eleven ovene, nee 9,352 86 90 81 
INVITE Gifo) 0 yas cae ecn newer ee ecacae bee keen Pisiwero ue 9,251 50 ie 66 
Murphysboro 8,976 66 79 85 
Carbondale. .... a: 8,550 a2 83 73 
IDILOT Ye} bakers Neen Aten MEER Pe RPMs Soe. 7,515 75 82 63 
IBENLOOS, oc cemes wicia sie are eerelntaidin Sc’ acer aes 7,372 68 88 69 
Wohriston Citys. «psi. v1em Aten ene eee 5,418 39 48 45 
Giristho phere title cence ce ow ortets ce ee 3,833 64 79 Si 
iSbNS annie Snow bin ooios een ousau Bolo 3,146 34 48 47 
PRACALS SRI reed PROC RM Aa aI = 3,006 34 58 13 
GaTrcer ville ssa an texdsateana anucetiate eet eines seein 2,893 Le 57 45 
Gobdetizrerciiminn cia ins.< cnc cee nie 1,098 5 Ws 20 
Be leviller ee pec ae isterd aca toe tvs eee bine eee 961 0 5 6 
PL ATAL OG rch RetORy te aie bis vi'soe Wowie al ave nies 951 1 9 6 
IPILCSDUIT Oe eee entie rie ie wea naes eae 817 1 9 LZ 
UN s Hleviceasites bicep iio iacistn sc Sheloeset Was a had eaat ele 720 0 14 6 
WESOCOnmaemaetrce em ea oh mieten ahaa 656 5 5 6 
hom psonviller fa vv wcvespime oia-d sce gus eee 568 0 0 17 
Drache ei heteae cole aie et aah hearst gah aaa iieaaa etait 501 0 0 11 
MEPENnes so aae ela Alene) goers 324 10) 0 0 
WVINTHEI Ne LOM sett «repo autin ci ice sxaktiectint Geet ieee 300 0 0 0 


oy 


Pe ee ee ee 
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300, there evidently are no outlets 
for any fashion merchandise. 
Table 2 gives similar data for the 
six types of “other merchandise.” 
When the figures in the table are 
compared with the percentages for 
fashion goods, it is noted that 
jewelry tends to be bought in the 
home town to a greater extent than 
women’s wear, to a lesser extent 
than men’s fashion goods, and 
on the average as commonly as 
home furnishings. Watch repairs, 
another activity of the jewelry 
business, are obtained more often 
in the home town, without excep- 
tion, and one certainly would not 
expect much “shopping around” for 


this. In most places of less than 
5,500 population the greater part of 
the business of the local jewelers 
seems to be repair work rather than 
merchandise sales. 

Auto tires probably can be bought 
in every town in the sample, as all 
have gasoline stations, and home- 
town buying’! was found in most 
cases. Nevertheless, in 7 places less 
than half of the tire buying was 
indicated to be in the home town. 
There probably is considerable 
shopping for price in this standard- 
ized commodity, in addition to many 
purchases at distant places when 
tires go flat. When the places where 
tires were bought were analyzed, 


TABLE 2 


HoME-TOWN PURCHASES OF OTHER MERCHANDISE 
(As percentages of total purchases of other merchandise) 


Percentage of Purchases in Home Town 
Home-town Population rae ‘Men's Children’s | ae 
welr Fi Auto tire work play ardware 
chase ed aaetls clothing clothing 
93 97 99 96 84 97 
84 96 94 100 90 97 
70 91 84 84 55 99 
67 89 83 85 86 94 
71 93 83 82 72 91 
74 92 80 89 82 94 
71 90 94 93 75 96 
28 87 52 75 70 98 
65 92 87 94 70 100 
26 94 84 77 44 91 
19 74 61 82 28 97 
17 94 33 48 18 89 
94 45 42 30 95 
% 11 36 ff 17 74 
0 0 56 62 0 80 
0 0 70 56 20 94 
25 29 60 50 11 64 
0 0 0 0 0 0 
0) 0 0 7 0 44 
0 9 33 53 29 65 
0 0 73 8 0 13 
0 0 10 0 0 33 
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such buying was found to be more 
scattered than that for any of the 
other items. 

Men’s work clothing is another 
standardized item, and the percent- 
age of such clothes purchased out 
of town is seen to be very close to 
that of auto tires. Children’s play 
clothing is another matter. No place 
of less than 3,000 population was 
found to retain half of the sales in 
this line, and several larger places 
lost considerable local sales. Sub- 
stantial buying of children’s cloth- 
ing, also, in St. Louis was noted 
although to a lesser extent than 
fashion goods. 

The last column of the table 
shows figures for hardware. The 


data suggest that this is practically 
a convenience good, bought at a 
near-at-hand outlet. This seems to 
hold true until one gets down to 
towns of less than 700 persons. As 
the term “hardware” 
the usual conception a great many 
items, large and small, the persons 
interviewed might have had any of 
these in mind. Regardless of type} 
hardware tends to be bought in the 
home town. 

Table 3, below, gives the per- 


centages of purchases of “service. 
goods” which are bought out of 
town. In noting these, one should 


bear in mind that such items are 
often bought secondhand and that 
the interviewees may have reported 


TABLE 3 


HoME-TOWN PURCHASES OF SERVICE GoopDs 
(As percentages of total purchases of service goods) 


Home-town Population 


Percentage of Purchases in Home Town 


Refrigerators Automobiles Radios 
91 89 90 
91 87 79 
82 71 61 
73 74 69 
80 83 71 
82 13 71 
74 87 77 
81 38 71 
76 55 74 
\d 60 54 
AL 29 SA 
43 21 50 
* = 5 8 
31 > 77 
* * 5 3 
* * 1 ie 
* * 69 
* * 0 
* * * 
* * 24 
* 13 29 
* * sf 8 


* Data inadequate. 


includes in 
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the place of such a purchase. Per- 
haps this factor would somewhat 
inflate the proportion of buying re- 
ported in the smaller towns. 

Electric refrigerators tend to be 
bought in the home town to a 
greater extent than automobiles and 
radios. While a refrigerator usually 
is a far more costly purchase than 
a radio, the need for installation 
and servicing probably restricts 
shopping to local retailers, whereas 
radios can be brought from other 
towns. For most of the small towns 
the data are too meager to warrant 
interpretation. 

In the case of automobiles, the 
tendency to buy out of town is 
about as slight as that for refrig- 
erators among the primary trading 
centers, but is accentuated as one 
goes down the scale of population 
size. For radios, however, extensive 
out-of-town purchasing was re- 
ported in all places. Yet in all ex- 
cept one town some sales of radios 
to local residents were reported — 
usually several sales. Indeed, among 
all the items covered in the survey, 
radios were exceeded only by hard- 
ware and auto tires in home-town 
purchasing by small-town residents. 

Beauty parlor patronage data are 
not given, for the answer is the 
same in all towns. All, or nearly all, 
the residents who patronize beauty 
parlors, in all 22 towns, go to local 
establishments. Apparently even the 
smallest places have a beauty par- 
lor, and women rarely go to another 
town for this service. 

This discussion of the data con- 
sists of general interpretations. 
Readers who are interested in spe- 
cific towns will notice that they 


seldom are uniformly successful in 
all types of goods, relative to other 
places. This is likely due to their 
stores being unusually good or in- 
ferior in particular lines. The indi- 
cations of this study would not 
necessarily hold true for towns of 
any given size in other areas. For 
instance, in a highly rural area a 
place of 2,000 persons may be the 
only shopping town for some dis- 
tance; percentagewise it may hold 
the patronage of its residents as 
well as the largest center in the 
Crab Orchard Area. 


Why Buy Out of Town? . 


If communities are to overcome, 
so far as possible, the loss of their 
residents’ buying to other places 
and are to attract outside customers 
to their shops, they must know 
wherein lie their weakness and 
their strength. Persons who did any 
out-of-town buying for fashion 
goods were asked why they did so, 
and their reasons will be analyzed 
briefly by the size of town in which 
they live. 

The same reason led in every 
town as the motive for buying else- 
where: better quality or wider se- 
lection of merchandise. On the av- 
erage this was the same for persons 
living in the trading centers and in 
places of 2,800 to 5,800 — about 50 
per cent of all reasons advanced. 
Generally, for the places which are 
most successful in retaining their 
own trade this reason is also ad- 
vanced least by residents who shop 
in other places. In smaller towns 
the stores tend to have unsatis- 
factory stocks of fashion goods, if 
any, and accordingly their residents 
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give this reason for out-of-town 
shopping with greatest frequency. 
For the places of less than 1,100 it 
accounts for 90 per cent of the 
reasons given, on the average. 

Second among the reasons, but a 
low second, is that the other place 
offers better prices. It was less 
often mentioned in the trading 
centers (average 12 per cent) than 
in places from 2,800 to 5,800 (aver- 
age 21 per cent). In the small 
towns this reason was offered even 
less often, but of course the matter 
of merchandise selection overshad- 
ows all other reasons when the 
merchandise simply is not carried 
in town. There was no relationship 
between frequency of mentioning 
this reason and the amount of trade 
various towns lose. 

On the average, the third reason 
for patronizing another town was 
because the interviewee formerly 
lived there. Services or attractive 
appearance and layout of stores was 
fourth and totaled 10 per cent of 
the reasons in the larger towns, 
but it had scant mention in the 10 
villages. Convenient location of the 
other town and accessibility re- 
ceived very little mention, although 
these must be instrumental factors 
in selection of a shopping center. 

Some of the reasons for shopping 
elsewhere are not really attributable 
to the attractiveness of shopping 
there but rather to some other mo- 
tive for visiting the other city. 
These motives include visiting oth- 
ers in another city, having one’s job 
or business dealings there, or recre- 
ational trips. All of these reasons 
together, however, were advanced 
in less than 10 per cent of the in- 


stances as explanations of why buy- 
ing was done in other than the 
home town. If these expressions 
correctly represent the reasons for 
buying out of town, we may con- 
clude that in the majority of cases 
shopping has been a primary reason 
for visiting the other town. 


Extent of Non-buying 


The reader will recognize that 
information on where people last 
bought an item does not show the 
quality or extent of their purchas- 
ing, although it does show their 
buying habits. That is, a family in 
which one dress shirt a year is pur- 
chased receives weight equal to that 
of a family which buys two dozen 
shirts a year. This is no problem 
if all communities have nearly the 
same aggregate purchasing pattern 
and buying power. We do know, 
however, from facts gathered in the 
survey, that the 7 trading centers 
have higher average incomes and 
a higher proportion in the upper 
groups than do the smaller towns. 
(These detailed figures are not 
given in the confines of this sum- 
mary article.) We do not know pre- 
cisely what difference buying power 
and consumption habits make in the 
relative importance of residents of 
these communities as customers of 


various types of retailers, although | 


readers familiar with the area per- 
haps can estimate them fairly well. 

The survey did ascertain the ex- 
tent to which households are non- 
buyers of the 20 goods or services. 
This includes cases in which the 


item has never been bought, is no | 
longer bought, or has not been | 


bought within the interviewee’s 
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recollection. The extent of non-buy- 
ing may be indicative of the im- 
portance of the various communi- 
ties as buyers, and it also provides 
an interesting view of the average 
patterns of consumption in the Crab 
Orchard Area towns and villages. 

The fewest non-buying house- 
holds were found for radios, for 
which 1.4 per cent reported not 
buying. Women’s fashion, goods 
ranked next, with 4.5 per cent re- 
ported as non-purchasers. The ex- 
tent of non-buying tended to run 
higher in the smaller towns, aver- 


-aging 2.2 per cent in the 7 trading 


centers and 5.5 per cent in the 10 
small towns. One should recognize 
that a radio is an outstanding item 
of purchase and that a set bought 
several years ago is distinctly re- 
called by interviewees, whereas if 
no item of women’s fashion apparel 
were bought except so long ago, it 
would tend to be forgotten and 
would hardly be a recurring item 
of purchase. Nevertheless, the data 
demonstrate what a pervasive item 
of standard household equipment 
the radio has become. 

Home furnishings rank third in 
extent of mnon-buying, averaging 
about 6.5 per cent, with little vari- 
ation by size of town. It is a com- 
mentary on the existence of pov- 
erty that such a proportion of the 
homes reported no buying of furni- 
ture, drapes, curtains, or carpets. 

Hardware stands next in order 
for the fewest non-buyers, which 
constitute about 8 per cent of all 
households interviewed. One won- 
ders how any home can remain 
completely intact without some 
hardware purchasing, and the per- 


centage of non-buyers may be due 
either to the interviewees’ concep- 
tion of “hardware” or to their be- 
ing mainly women and unaware of 
their husbands’ purchases in this 
line. 

The non-buying of men’s fashion 
goods also rises as one descends in 
size of town, from 6.2 per cent in 
the trading centers to 13.2 per cent 
in the 10 small towns. Watch re- 
pairs run in the same direction, 
from 14 per cent up to 40 per cent 
average in the small towns, where 
a high proportion of residents 
either have no watches or do not 
have them repaired. Many families 
(37 per cent) report no buying of 
jewelry, but this varies greatly even 
among towns of the same size. 

Most families buy men’s work 
clothing — 78 per cent on the aver- 
age with a slightly higher propor- 
tion buying this item in the small 
towns. In contrast, over half of the 
households (53 per cent) by no 
children’s play clothes, which is 
logical since so many have no chil- 
dren. This percentage was some- 
what higher (58 per cent) in the 
smaller towns. 

A seemingly high proportion of 
the interviewees reported having no 
cars (41 per cent). This varied con- 
siderably among towns, usually 
varying with average income, but 
in general the proportion ran the 
same for small towns as for large. 
One might think this percentage 
rather high, but depressed condi- 
tions have forced living standards 
in this area substantially below the 
average for Illinois. Auto tire pur- 
chases naturally ran parallel with 
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and slightly below automobile pur- 
chases. 

The proportion which did not buy 
electric refrigerators ran higher 
(44 per cent). In the 10 small 
towns there was great variation, 
with an average of 55 per cent not 
having electric refrigerators. So far 
as the writer knows, all the small 
towns have electric service, but per- 
haps many homes are not connected 
or higher rural rates may be a 
factor. 

Last, we find that nearly half of 
the women interviewed (49 per 
cent) are not patrons of beauty 
parlors. Those residing in the trad- 
ing centers have a greater tendency 
to be such patrons (64 per cent). 
The fact that a majority in the 


beauty parlors is not attributable, 
presumably, to inconvenience, as 
this service is reported as being 
available in all of the towns. 


This article has presented briefly 
some major findings of a consumer 
shopping habit survey. In part they, 
may be of general interest, espe-' 
cially because of the unusual char- — 
acter of the Crab Orchard Area. 
Facts of this nature, although in 
far greater detail than presented 
here, are essential information in | 
guiding a shopping community and | 
its businessmen toward better serv- 
ing their trading areas and thereby 
maintaining their town’s economic 
position. 


smaller towns do not patronize 


Illinois Forestry Congress. The first state-wide forestry congress ever 
held in Illinois met in October on the campus of the University of Illinois 


to discuss how the state’s 3.5 million acres of forest land might be put to | 
better use. Illinois forests originally covered 40 per cent of the state, over | 
14 million acres, and it is estimated that there are still 6 million acres suit- | 


able for forest growth, 214 million acres of which need reforesting. The 


congress voted to meet annually and adopted an extensive conservation plan. | 


Major points include informing the public of current conditions and future 
possibilities, assisting private owners to use their timberland to the best 
advantage and taking over the land when they cannot, and studying forest 
resources to reveal the best ultimate use of the land. The needs of more 
adequate fire laws and taxation of forest land in accordance with its ability 
to produce income were stressed. Since farm woodlands make up 90 per cent 
of present forests, there is an especial need for farmers to cooperate in the 
conservation program. In order to regain jobs for workers, income for 
farmers, and wood for industry, as well as to provide hunting, fishing, and 
other recreation, to conserve water and soil resources, and to control floods, 


it is time all Illinoians joined in the state-wide program for the replanting | 


and management of the forests. 


BUREAU OF ECONOMIC AND 
BUSINESS RESEARCH 


The Bureau of Economic and Business Research, estab- 
lished in 1921, is operated as the research department of 
the College of Commerce and Business Administration. 
Its primary objective is the dissemination of economic 
and business knowledge among the businessmen of IIli- 
nois. In this respect it endeavors to serve as a clearing- 
house for information on tested business practices. 
Although the major part of the research is directed espe- 
cially toward Illinois, the Bureau also engages in general 
economic research. 

Fields in which research has been carried on include: 
marketing; banking and private finance; public finance, 
taxation, and governmental accounting; utilities; account- 
ing and records; and resources and industries of the 
State. The results are published in the form of research 
bulletins, business studies, and brief special bulletins. 

The following are typical of Bureau publications: 


Bulletin No. 66, HERMAN D. Grauam, The Economics 
of Strip Coal Mining. 

Business Studies No. 7, Davip J. Luck, Operating 
Results of Illinois Retail Jewelry Stores in 1947. 


Special Bulletin No. 6, WALTER H. Voskuin, Long- 
term Manufacturing Opportunities in the Upper Missis- 
sippi Valley. 

Publications of the Bureau of Economic and Business 
Research will be sent free of charge upon request. 


